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Copyright 1941, Royal Typewriter Company, Ine, 


Your secretarys debt to Singapore 


F THERE WERE NO SINGAPORE, the Royal 

would not be the typewriter it is today. 

For they have a very special brand of heat and 
humidity down there, about which the best that can be 
said is—it’s distinctive. As for the effect on typewrit- 
ers—it’s downright vicious! Machines that operated 
perfectly everywhere else would clog and bind in 
Singapore. Bearings would puff up in that city of 
tropical romance. Rust-resisting finishes would break 
out in a highly suspicious rash. 

As a result of our Singapore experiences, the Royal 


OVAL 
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YPEWRITER 


you get today has non-corrosive hand levers through- 
out. It contains a new kind of bearing that isn’t af- 
fected by heat or humidity. Its inner parts are coated 
with a special rust-repelling oil. 

Why, you may ask, have we gone to all this trouble 
to correct a condition that exists only in Singapore? 
It’s because these improvements give you more type- 
writer for your money, greater ease of operation, 
longer life. And offer one more reason why the Royal 
is known today as the World’s Number 1 Typewriter. 

















BOGGED ~ DETAIL ? 


SHORT HANDED ? 
CA L L 0 N These days, trained help gets scarcer and 


work is still more pressing—yet good 
management needs and demands more 


complete data, quicker. What to do? 


M j RACLE M ETHODS ! Thousands have found the answer in 


Ditto methods. 


With Ditto in charge of your account- 
ing, payroll, production, billing, ship- 
ping, purchasing and inventory routines, 

BE PREPARED! NOTHING EVER IS RE-WRITTEN. 


D4 ! . . 
Be informed! Send for stud- Human and machine error are impos- 
ies, forms and manual of 


methods in actual use, prov- sible. The wanted data is complete. The 
ing Ditto’s speed and econ- ; : 
omy!... DITTO, Inc., 622 S. routines go through, as a rule, in half the 


OakleyBlvd.,Chicago,U.S.A. . } : 
time....And that’s the answer to today’s 


needs!...Get the answer! Mail the coupon 





now—while you’re thinking about it. 





DITTO, Inc. 
624 S. Oakley Blvd., Chicago 
Gentlemen: Without obligation please send me: 
( ) New Ditto Machine Data 
( ) “Copies —Their Place in Business” 
( ) “A New Trend in Accounting—Order-Billing”’ 
( ) Arrange a Ditto demonstration for me 





GELATIN AND LIQUID 
MACHINES —Because 
Ditto leads, Ditto offers most 
advanced types of both gela- 
tin and liquid duplicators. 


My Name..... 
Company 
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O HELP you in making suggestions, 
eo asked by employees or by per- 
sonal acquaintances to suggest a plan of 
accounting training, your attention is 
called to the educational organization of 
the International Accountants Society, Inc. 

The five men composing the Executive 
Educational Committee are responsible 
for I.A.S. educational activities and pol- 
icies. 

The sixteen Certified Public Account- 
ants composing the I.A.S. Faculty are 
actively engaged in preparing text ma- 
terial, giving consultation service, or 
grading students’ papers. Some give their 
time and attention exclusively to I.A.S. 
work. Others who are in actual practice 
of public accounting or corporation ac- 
counting devote only part time to the 
work. Each subscriber secures the advan- 
tage of having his examinations handled 
by instructors from both groups. 

The forty members of the Advisory 
Board are outstanding Certified Public Ac- 
countants, business executives, attorneys, 
and educators, who counsel with the 
I.A.S. management, upon request, with 
respect to technical accounting, educa- 
tional, and business matters. 


Educational Organization 





EXECUTIVE EDUCATIONAL 
COMMITTEE 


JOHN T. MADDEN 
C.P.A., B.C.S., A.M., Sc.D. 


President, International Accountants 
‘ety, Inc. ; Dean, School of Com- 
merce, Accounts and Finance, New 
York University; Former President, 
American Association of University 
Instructors in Accounting; Former 
President, American Association of 
Collegiate Schools of Business. 


DEXTER S. KIMBALL 
M.E., LL.D., D.Sc. 


Chairman, Board of Directors, Inter- 
national Accountants Society, Inc. ; 
Dean Emeritus, College of Engineering, 
Cornell University ; Deemer resident, 
American Society of Mechanical En- 
gineers; author of “Cost Finding,”’ 

Industrial Economics,” and other 
textbooks. 


LEE GALLOWAY 


.Sc., Ph.D. 


Vice Chairman, Board of Directors, 
International Accountants Society, Inc. ; 
Former Chairman, Board of Directors, 
The Ronald Press Company; Former 
Director, Department of Management, 
New York University ; author of “Office 
Management” and other textbooks. 


GEORGE P. ELLIS 
C.P.A. 


Practicing Certified Public Accountant ; 
Member of Faculty, International Ac- 
countants Society, Inc.; Former Pres- 
ident, Illinois Chamber of Commerce ; 
Former President, American Society of 
Certified Public Accountants; Former 
President, Executives Club of Chicago. 


STEPHEN GILMAN 
B.Sc., C.P.A. 


Vice President and Educational Direc- 
tor, International Accountants Society; 
Inc.; author of “Accounting Concepts 
of Profit,’”’ ‘Analyzing Financial State- 
ments,” “Principles of Accounting,’ 
and numerous technical articles on ac- 
counting and allied subjects, 


FACULTY 

Stanley E. Beatty, C.P.A. 
A.C. Bischel, CP.A. 
Harold W. Boedeker, C.P.A. 
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Stephen Gilman, C.P.A. 
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G. S. West, C.P.A. 

pone Westphaln, C.P.A. 
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ADVISORY BOARD 


Arthur L. Baldwin, C.P.A 
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William B. Cornell, M.E. 
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William Dolge, C.B.A 

Rodney S. Durkee 
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The uniformly high caliber of the men who compose the I.A.S. Staff is in itself eloquent testi- 





mony as to I.A.S. training. The cooperation of Staff members in various advisory and consult- 
ing capacities provides the practical, broad viewpoint which is so necessary in adult education. 


To provide additional information which may be of value to you when asked to recommend a training plan, we shall 
be glad to mail you, upon request, a copy of our 52-page booklet “ACCOUNTING —The Way to Business Success.” 
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| December 2—Buffalo, 


MEETINGS OF CONTROLS 


November 


November 4—Buffalo, Twin 
Cities 

November 5—Connecticut 

November 6—Philadelphia 

November 10—Kansas City 

November 11—Cincinnati, Cleve- 
land, Milwaukee 


November 12—Baltimore, De- 
troit 
November 13—Dayton, New 


York City 

November 18—Syracuse, New 
England 

November 20—Los Angeles, San 
Francisco 

November 24— Pittsburgh, St. 
Louis 

November 25—Chicago, District 
of Columbia, Houston 

November 26—Indianapolis, 
Rochester 


December 


Twin 
Cities 
December 3—Connecticut 


_ December 4—Philadelphia 
_ December 8—Kansas City 


December 9—Cincinnati, Cleve- | 


land, Milwaukee 


| December 10—Baltimore, De- 


troit 
December 11—Dayton 


Syracuse 


| December 16—New England, 


December 18—Los Angeles, New | 


York City, San Francisco 
December 22—St. Louis 


of Columbia, Houston 
December 24—Indianapolis 


_ December 29—Pittsburgh 
| December 31—Rochester 


Note: These are scheduled dates. 
Some changes may be made. 


_ December 23—Chicago, District | 











HERBERT A. EHRMANN 

Herbert A. Ehrmann, of the tax de- 
partment of Consolidated Edison Com- 
pany of New York, died on October 
16 at Doctors Hospital, New York 
City, after an illness of several weeks. 
His home was at 7 Tanglewylde Road, 
Bronxville, N. Y. 

Funeral services were held October 
19 in the Chapel at Ferncliff Cemetery 
in Ardsley, New York. Many of Mr. 
Ehrmann’s business associates attended. 

Mr. Ehrmann had been actively en- 
gaged in the public utilities business 
for more than 30 years. Born in Chi- 
cago, July 22, 1891, he was educated in 
that city’s public schools and at North- 
western University School of Com- 
merce. In 1922, he became assistant 
controller and then treasurer of the 
Midland United Company and the 
Midland Utilities Company. He also 
held the post of treasurer of the West 
Ohio Gas Company and of the Chi- 
cago, South Shore and South Bend 
Railroad. In July 1934, he became as- 
sistant to the secretary of Consolidated 
Gas Company, now Consolidated Edi- 
son Company of New York, and in 
1937 was placed in charge of social 
security taxes in the tax department of 
the company. 

Mr. Ehrmann was elected to mem- 
bership in The Controllers Institute 
of America on December 28, 1938. He 
held certificate number 1197. A Di- 
rector of the New York City Control, 
Mr. Ehrmann had been Chairman of 
The Institute’s Committee on Social 
Security Procedure for three years. 
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L.ditortal Comment 


The Tenth Anniversary Meeting 
T was the unanimous verdict of those who at- 
tended the sessions of the Tenth Anniversary 
Meeting of The Controllers Institute of America 
that the affair was “tops” in the series of meetings 
conducted by that organization; that it set a new 
high record for interest and productiveness. 

This evaluation of the meeting was expressed by 
so many members and visitors, and in so many ways, 
that it must be accepted as correct. The registration 
records indicate that more than 900 were in attend- 
ance—also a new high. 

President Verl L. Elliott, Chairman Oscar N. 
Lindahl of the Convention Committee, the Com- 
mittee members, and the officers, directors, and mem- 
bers of the New York City Control who acted as 
hosts and took care of the countless details which 
together spell the success of an affair of this kind, 
and the staff of The Institute, were overwhelmed 
with praise and commendation for the program as 
a whole and for the manner in which it was carried 
out. 

This was an important and memorable milestone 
in the history of The Institute. It was reached at a 
time when controllership is enjoying the highest 
recognition in its history, yet there were no vain- 
glorious outbursts of self laudation. Instead, the 
seriousness of the times, and the realization of the 
gravity of the responsibilities which controllers are 
carrying, had a sobering effect on the members of 
The Institute, and their observance of their Tenth 
Anniversary was tempered by the thought of the 
greater difficulties and responsibilities which lie 
ahead, as the Defense’ Program and its attendant 
problems are developed and enlarged. 

There were predictions that The Institute in the 
years ahead will become of even greater usefulness 
to controllers and to the companies which they serve, 
and through them to the Government. 

The members of The Institute may justifiably be 
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proud of the continuing success of their organiza- 
tion, and especially so of the dynamic interest man- 
ifested in their Tenth Anniversary Meeting. 


Controllers to Washington 


More and more insistent comes the call for con- 
trollers to go to Washington, to assist the hard- 
pressed business executives and others in carrying 
out the complicated tasks involved in the Defense 
Program. 

Mr. Donald Nelson has taken to calling and 
writing to controllers, and to higher officers of 
business concerns, asking for help, to cite just one 
situation. Mr. Nelson makes it his business to 
discover the identities of men in business concerns 
who he feels can help him. He then asks specifi- 
cally that those men be released to him, for indefinite 
periods, to serve without pay from the Govern- 
ment, the salaries of these men to be paid by their 
companies. 

Mr. Nelson’s attitude toward this matter is that 
business is on trial, that it must assist him in putting 
the Defense Program through promptly, and that if 
business fails—and he himself fails because of lack 
of assistance—it will put business in a bad light. 

Reports come to The Controllers Institute of 
America that business is responding to this appeal 
on a constantly growing scale, and that men who 
are sorely needed at home are being released by 
their companies in this emergency. This naturally 
applies more to large companies, with larger con- 
troller staffs, than it does to medium sized com- 
panies. 

Later, when the complete story is written of the 
cooperation given by business concerns, at consid- 
erable cost and embarrassment to them; and of the 
part that controllers played in this emergency, it 
will be a creditable report—creditable to the busi- 
ness concerns and to controllers. 

There has been no disposition on the part of 
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business executives, including controllers, to shirk 
this responsibility. Affairs in Washington have 
reached the stage where men with controllership 
qualifications and training are needed, if the pro- 
gram is to work, and controllers are as usual mov- 
ing forward to meet these responsibilities. 


Tax Anticipation Notes: Balance Sheet Procedure 


There has been some discussion among controll- 
ers as to how best to reflect in the balance sheet the 
purchase of tax anticipation notes. A statement is- 
sued by Monsanto Chemical Company, dated Sep- 
tember 30, 1941, shows in comparative consolidated 
balance sheets at September 30, 1941, and Decem- 
ber 31, 1940, an item of ‘‘Estimated Income Taxes” 
of $8,470,069, as of September 30, 1941, and beneath 
it an item, “Less United States Treasury Tax Notes,” 
$5,004,000, which is followed by a figure showing 
the ‘Net Estimated Income Tax Liability’. 

It will be interesting to note whether statements 
of other companies carry the tax anticipation notes 
as assets, a treatment which some controllers have 
said they prefer. This question was submitted to 
the Committee on Technical Information and Re- 
search, of The Controllers Institute of America, and 
a report from that committee is expected to be 
forthcoming in time for publication in the Decem- 
ber issue of this magazine. 


Helping Employees Meet Their Tax Bills 
Controllers are thinking about ways to help em- 

ployees prepare for the heavy federal tax payments 

which must be made next March 15. The Treasury 


Department will send, on request, copies of a cir- 
cular which contains tables of taxes. These may be 
circulated among employees. It is going to be a 
shock to many employees to learn the size of the tax 
bill they will have to pay. Steps should be taken 
now to get the information about these taxes into 
the minds of employees, so that they may begin to 
make provision for paying them. There is no doubt 
but that employers will be called on to help out 
many employees, possibly by some system of system- 
atic saving, which might include authorized deduc- 
tions from pay checks. It is reported that tax an- 
ticipation notes of small denominations, down to 
five dollars for the lowest limit, are planned for the 
purpose of aiding employees to put something aside 
to meet the taxes. 


Payroll Deductions 


Deductions from pay checks are now being made 
for so many items by some employers that employees 
are beginning to think of their wages only in the 
terms of the cash received, rather than in terms of 
the gross amount. The net amount turned over to 
the employee is what interests him. It is what he 
figures on to meet his living expenses. The items 
for which deductions are made are somewhat neb- 
ulous and easily overlooked, or forgotten. The net 
amount is what the employee thinks about when the 
question arises of possible wage increases. To add 
to the number of items for which deductions from 
pay checks are made is something that, in the minds 
of many controllers, should be avoided if possible, 
or undertaken only after most serious considera- 
tion. 
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The Problem of a Post-War Depression 


In discussing the problem of a post- 
war depression an assumption concern- 
ing the outcome of the war needs to 
be made. It seems obvious that almost 
all of our post-war problems in the 
field of economics would be substan- 
tially different in the case of a British 
defeat from those attending a British 
victory. In what I have to say I am 
assuming the latter case, i.e., a British 
rather than a Hitler victory. 

A post-defense let-down in the rates 
of the nation’s production is a normal 
and logical expectation. The demands 
which war makes upon markets are the 
most insistent and imperative known 
to markets. They are backed by unlim- 
ited money purchasing power. The war 
demands are so insistent that all con- 
flicting demands are in varying degrees 
restrained from interference with them. 
They are restrained by taxes or other 
legislative and administrative measures 
such as priorities and rationing; or they 
are restrained indirectly by price infla- 
tion which enables the government, 
as the sole possessor of unlimited pur- 
chasing power, to outbid all other buy- 
ers. Furthermore, to the extent that 
productive facilities are not warped to 
the war needs by the market demands, 
their adaptation is forced by com- 
mandeering or its equivalent. That the 
forced-draft rate of war production 
will be continued after the war is not 
to be expected because its principal 
cause—the insistent war-born demands 
—will have vanished. It is, however, 
to be remembered that for the people 
to be as well off after the war as dur- 
ing it only a lesser total production 
is required. The people get no direct 
benefit from that segment of produc- 
tion represented by the building of 
armaments. Bullets are not edible. 
They, therefore, suffer no direct loss 
from the disappearance of the arma- 
ment segment of production although 
its disappearance will show in our rec- 
ords as reductions in production in- 
dexes. A continuation after the war of 
war-time’s high-level production is thus 
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neither to be expected nor is its absence 
in a certain measure to be mourned. 


COMPULSORY VS. VOLUNTARY 
PRODUCTION 


But the problem of post-war depres- 
sion lies deeper than that. It lies fun- 
damentally in the voluntary and op- 
tional nature under which peace-time 
production and markets function as 
distinguished from the compulsory and 
necessitous forces of war. Merely to 
note this is to recognize it as a virtu- 
ally self-evident truth. Our peace-time 
economy is one in which millions of 
individuals possess freedom to choose 
their pursuits and to exchange the 
fruits of their productivity for those 
of others’ efforts. That is indeed the 
central commandatory quality of the 
American economy: each individual 
being free to seek the satisfaction of 
his own needs, the maximum aggregate 
satisfaction is achieved. 

But this voluntary characteristic of 
our peace-time economy is a key con- 
sideration in the post-war transition. 
When the war is over the compulsions 
of war evaporate. The resumption or 


expansion of peace-time production 
rests on the voluntary processes. The 
transition is the more difficult because, 
where the objective in war-time is the 
single one of winning the war, the ob- 
jectives of peace-time are as number- 
less as the wants of the people with 
each objective competing for its satis- 
faction with all the others. Moreover, 
because of the highly interdependent 
nature of our economic activities, the 
advance to a bountiful peace-time pro- 
duction must substantially proceed gen- 
erally and simultaneously across _ its 
entire front. No single industry can 
decide to start up a high rate of pro- 
duction and expect that its own out- 
payments of costs and dividends will 
return to it as receipts from sales and 
thus perpetuate the high production 
rate. The sales of automobiles are but 
partially dependent upon the wages 
paid by the automobile industry; they 
depend in larger measure upon the 
wage payments of all other industries 
whose recipients are buyers of auto- 
mobiles. The increasing output of each 
industry is geared to the increases of 
others, and all must advance together. 

Because of these considerations the 
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HAVE WE WRITTEN CHRONIC UNEMPLOYMENT 
INTO OUR LAWS? 

We have done just that, declares Bradford B. Smith, Economist 
of United States Steel Corporation, by the writing of tax legisla- 
tion which discourages new investment in new production. New 
jobs are created not by “pump priming,” states Mr. Smith, but 
by investment in something which produces and continues to 


Private investment must of necessity be productive investment, 
since it demands that a profit be made. Public investment, in a 
dam, for example, provides employment only so long as building 
is in process. But private investment has been curtailed through 
taxation which is so high that the investor’s production motiva- 
tion—the securing of a profit—has been lost. | 

| Mr. Smith’s address, delivered September 29 before the Tenth | 

| Anniversary Meeting of The Controllers Institute of America, says 

| all these things and more. He points out, with logic that is difficult 

| to assail, that a post-war recovery will come only through a 
decrease in taxation, instead of the increase that the Adminis- 
tration is already hinting may come. 


—THE EDITOR 
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transition from war to peace can be 
lengthened out. Such a lengthening out 
is in itself a post-war depression of 
more serious magnitude than the mere 
elimination of munitions production. 
The problem of a post-war depression 
is, therefore, one of the rapidity with 
which the voluntary and many-pur- 
posed forces of peace-time replace the 
single-purposed compulsions of war- 
time. Later on I will have more to say 
about these voluntary forces. 


LESSONS OF HISTORY 


Concerning the transition from the 
compulsions of war to the freedoms 
of peace, there are certain lessons we 
may learn from history. But in addi- 
tion there is today something in Amer- 
ica which is virtually unique in our 
history and which is not only signifi- 
cant to a post-war depression but also 
profoundly significant to the destiny of 
the American individual enterprise sys- 
tem. If I may, I will first briefly con- 
sider some of the lessons of history and 
then devote the balance of my com- 
ments to this unique element. 

Perhaps the first pertinent lesson of 
history is that war results in the ad- 
vancing of prices and that afterwards 
prices collapse. Prices go up during 
war-time in response to the imperative 
government demands upon markets. 
This is especially true when the money 
the government spends is not money 
taken by taxes, which the people them- 
selves would otherwise spend, but is 
newly created money. Conversely, the 
fall of prices following wars is the 
natural result of a reduction of gov- 
ernment buying not offset by rising 
peace-time demands. I am here con- 
cerned with the effect of price declines 
upon the voluntary processes of re- 
storing peace-time production. When 
prices are in a declining trend, a whole 
series of almost automatic reactions are 
set up leading to depression. Purchas- 
ing agents defer acquisitions. Inven- 
tories are liquidated by price conces- 
sion. Attending this is reduction in pro- 
duction rates and employment, thus 
further shrinking the market for prod- 
ucts. Also, plans for enlarging existing 
facilities or creating new ones tend to 
be laid aside by choice, if they are not 
compelled by a shrinking cash position. 
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I need not go into further details. 
What it is here important to note is 
that a price deflation is undesirable. To 
avoid it a price inflation must be pre- 
vented. The prospect of a serious post- 
war depression is in considerable meas- 
ure dependent upon the policies which 
we establish today. If the individual 
business organizations come up to the 
end of the war with swollen inven- 
tories acquired at high prices, then by 
the very acquirement of those inven- 
tories they will have helped to create a 
price inflation and insure a subsequent 
deflation. Perhaps even more impor- 
tant, if through our government, we 
fail to establish the fair and equitable 
policies which will in large measure 
prevent a major war-time inflation of 
prices in general, then by that failure 
we also fail to perform the acts today 
which would tend to prevent the de- 
pression of tomorrow. 

I may say at this point that in my 
judgment a serious war-time inflation 
of prices is unnecessary on the sound- 
est of economic grounds. Such a judg- 
ment is fortified by the example of 
Europe today. The war in Europe, in 
contrast to the first World War, is not 
being fought by methods of inflation. 
The degree of price rise in the warring 
countries, whose productive and finan- 
cial machinery is under terrific strain, 
is thus far relatively minor. The princi- 
ple of prevention involved is well 
understood: It is to finance the war 
production primarily by direct taxation 
rather than indirectly by inflating the 
money. By taxing directly, the people 
are deprived of their purchasing power 
and thus kept from competing with the 
government in buying. This is in con- 
trast to avoiding the unpleasantness 
of direct taxes, which permits swollen 
payrolls to find their way unhindered 
into markets. This then compels the 
government to inflate the money and 
obtain its requirements by outbidding 
these other buyers. Prices are thereby 
put up to where swollen incomes will 
buy no more than the tax reduced in- 
comes would otherwise have purchased. 
I say that inflation is substantially un- 
necessary. I do not say that it will not 
happen in this country. On the con- 
trary, the student must admit that it is 
far from clear that the fiscal, labor and 
production policies so far established 
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will be adequate to prevent major price 
inflation in this country, although it 
be avoided in all the other countries. 


Post-WAR FINANCIAL CRISIS 


A second lesson of history is that 
wars are not infrequently followed by 
financial crises. This was eminently the 
case in this country in 1920. I think 
most students agree that although the 
war and the attending inflation of 
prices were the basic causes of the 1921 
depression, the immediate cause was 
the financial crisis in 1920. By that I 
mean that the volume of bank loans 
and investment and with them bank 
deposits had steadily expanded until, 
by reason of the limited bank reserves, 
further expansion was precluded. This 
meant that banks had to stop making 
new loans and that when old loans 
came due they had to be paid off. This 
in turn meant that companies which 
were carrying inventories at high prices 
on bank loans were compelled to liqui- 
date those inventories at progressively 
lower prices in order to pay off the 
loans. The financial crisis thus started 
a deflationary spiral in commodity 
prices out of which grew the forces 
making for depression which I have 
previously cited. 

But a post-war financial crisis seems 
unnecessary and unlikely: It is unneces- 
sary because an inflation of prices 
which is the road to financial crisis is 
unnecessary. It is unlikely because the 
gold and other bank reserves of the 
country so extravagantly exceed those 
which are required that our real prob- 
lem is not that of an impending in- 
adequacy but of an embarrassing abun- 
dance. 


ACCUMULATION OF SHORTAGES IN 
PEACE-TIME GOops 


Then there is a third lesson from 
history and this is one from which we 
may draw encouragement. It is that 
when a people are engaged in war they 
postpone either voluntarily or by com- 
pulsion those activities which are by 
their nature postponable. When a na- 
tion is busy building armaments, it 
substantially stops building houses and 
other structures not connected with the 
war effort; it also postpones many con- 
sumer goods like automobiles, house- 
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hold equipment and furnishings. In 
short, goods shortages accumulate dur- 
ing wars. When the war is terminated, 
these shortages are on hand to be made 
good and they can constitute the 
springboard for a post-war decade of 
high level productivity once the im- 
mediate post-war readjustment is 
passed. This was true following the 
last war and it was true following the 
Civil War. We cannot yet say that it 
will be true following this war because 
the war demands have not yet resulted 
in any substantial curtailment of non- 
war production. But if the war efforts 
should continue much longer, these 
shortages will begin to accumulate. 


CONCLUSIONS FROM HISTORY 


These then are three of the chief les- 
sons of history with respect to the 
problem of post-war depression. They 
are, first, that war-time price inflation 
breeds post-war deflation; second, that 
financial crisis may aggravate a post- 
war situation; and third, that shortages 
of peace-time goods accumulate during 
wars. These lessons tell us that by the 
policies we establish today we can 
either insure that the problem of a post- 
war depression will be acute or that it 
will be of less serious import. If we 
institute wise fiscal, production and 
labor policies today, if business exer- 
cises restraint in its inventory and price 
policies as the defense program pro- 
ceeds, then we can come to the post- 
war period with confidence that its 
problems will be of minimum propor- 
tions. If, on the other hand, we pursue 
the methods of deficits and inflation, 
then virtually all history tells us that 
we have invited post-war depression 
problems of very considerable magni- 
tude. 


CHRONIC UNEMPLOYMENT 


So much for the principal lessons of 
history. I turn now to the unique fea- 
ture in the American situation which 
not only bears on the problem of post- 
war depression but also, in my judg- 
ment, is of considerable significance to 
the long term trends of economic well- 
being in America. Perhaps this feature 
is best described in terms of a propo- 
sition. That proposition is that we in 
this country through our legislation 
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have imposed chronic unemployment 
and depression upon ourselves. There 
is a corollary proposition which goes 
with this which is that this chronic 
unemployment and depression is re- 
lieved only by increasing doses of gov- 
ernment deficit disbursements. The sit- 
uation has now become so serious that 
despite the biggest and most abnormal 
doses ever—those of defense—there 
still remains a certain amount of un- 
employment. 


THE CONCEPT OF OuR MONEY 
ECONOMY 


To set forth and support these prop- 
Ositions as true, requires me in a too 
brief span of time to describe the com- 
plicated functioning of the American 
business and financial economy. I un- 
dertake it only because I think the 
problem of chronic unemployment is 
among the most important which face 
America today. 

I am going to start, if I may, by ask- 
ing you to visualize the simplest money 
economy. First I will ask you to think 
of all the productive and distributive 
organizations of the country as a sin- 
gle unit which for convenience we can 
term ‘‘business.”” Next I will ask you 
to think of all the people as another 
single unit which we will call ‘“peo- 
ple.” Then we can visualize a flow of 
money from business to people in the 
form of wages, salaries, dividends, in- 
terest, rent, royalties, fees and the like, 
which henceforth I will merely term 
“wages.” These are the income pay- 
ments made for the services rendered 
to business by employees and others. 
And similarly we can visualize another 
and reverse flow of money from the 
people to business which represents 
the payments made by the people for 
the goods and services they buy from 
business. We have here established the 
concept of a flow of money which goes 
around and around by which the pro- 
duction and sale of goods, on the one 
hand, together with the employment of 
people, on the other, are paid for. 


EXPANSION AND CONTRACTION 
Now obviously if business regularly 


paid out to the people in wages all the 
money it received from them in sales; 


and if similarly the people regularly 
paid back to business in purchases all 
the money they received from it in 
wages, then both production and em- 
ployment would be stabilized whether 
the level be high or low. The amount 
of money paid out by business would 
be the right amount to buy the goods it 
produced. But this is not what hap- 
pens. Sometimes more is paid out by 
business than is received, or vice versa. 
The same is true of the people. Thus 
suppose that for any reason business 
decides to build a large cash position, 
then it does not pay out in wages, as 
much as it receives in sales. Failing to 
pay it out, the people receive a lesser 
amount than formerly and are unable 
to buy the accustomed volume of goods 
and services. Thus the processes of de- 
clining volumes of business and em- 
ployment are initiated. By an opposite 
sequence the processes of business ex- 
pansion are initiated. 

To my mind the simplest concept, 
which is in accord with the realities, 
of periods of expanding or contracting 
business is that in periods of expand- 
ing business either business or the peo- 
ple or both are paying out more money 
than they receive; whereas in periods 
of declining activity either business or 
the people, or both, are withholding 
from redisbursement a part of the 
money received. Whatever the ultimate 
and final causes of general business ex- 
pansion or contraction may be, those 
causes finally become effective as a dif- 
ference between money received and 
money paid out by business or by the 
people. In recession the rate of the ma- 
jor circuit flow of money and thus of 
general business activity is slowed 
down by some of the money being 
withdrawn from the flow; in recovery 
money is added to the flow. 


SAVINGS AND INVESTMENT 


It is next important to note that both 
business and people respond to the nor- 
mal and commendable impulse to take 
in more money than they pay out, that 
is to build up a money savings. The 
more wealthy an economy, the easier 
it is to accumulate a money savings. 
Ours is the wealthiest economy on 
earth. The obvious question then is 
why does not the accumulation of 
money savings withdrawn from the cir- 
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cuit flow result in a continuous tend- 
ency towards depression. The answer 
is, of course, that there is this tend- 
ency; but there is a normal offset to 
that tendency. This offset when taken 
with the savings together constitute 
our only mechanism for the growth of 
the country and the expansion of its 
wealth. The offset to which I refer is, 
of course, the investment of money 
savings in new productive wealth. Both 
the saving of money and the investing 
of it in new or expanded production 
are necessary for the creation of new 
jobs. They constitute the most vital 
link in our money economy. 


CREATION OF NEw Joss 


Let us see in more detail what hap- 
pens: Suppose that the people do in 
fact accumulate money savings. But 
suppose that business has thought up 
a new product requiring the building 
of a new factory. To build the new 
factory, what is needed, of course, is 
money to pay for it. The money is in 
the possession of those who have saved 
it. To obtain it the new enterprise is- 
sues new stocks or bonds—a capital flo- 
tation. The saver who buys them does 
not give up his savings but he changes 
their form from an inactive holding of 
money to a participation in the new 
enterprise. By that process the saved 
money is restored to the circulatory 
flows. It is paid into those flows as 
wages and for materials in building the 
new factory. The final result is that the 
money savings have become the money 
income of the workers who build the 
new factory, while at the same time the 
money saving of the saver has become 
a real saving in the form of participat- 
ing ownership of property. The nation 
has gained a productive factory and the 
people have gained the new and con- 
tinuing jobs of operating it. 

This, in my judgment, is the very 
heart of the processes by which new or 
expanded production comes into being, 
new jobs are created and the scale of 
living is advanced. Let me repeat: The 
process is the returning to the circuit 
flow of money, as an investment in 
mew or expanded production, the 
money savings withdrawn from that 
flow. Saving retards, but investment 
stimulates production ; the two together 
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are the promoters of progress and cre- 
ators of jobs. 

Productive investment needs to be 
distinguished from non-productive in- 
vestment. When John Jones invests his 
money in a new store there is a new 
clerking job for some John Smith 
thenceforth to fill. Non-productive in- 
vestment does not have this continu- 
ing consequence. The building of a 
dam, for example, will give temporary 
jobs to its builders; but it establishes 
no continuing productive process and 
hence no continuing new jobs. Private 
investment is almost always productive 
investment—it has to be so to pay. 
Public investment, however, is mostly 
non-productive. If made productive, it 
may so compete with and deter private 
investment as to reduce rather than 
augment the creation of new jobs. 
Hence public investment although it 
may afford temporary relief is almost 
completely ineffective in creating new 
jobs. New continuing jobs come almost 
solely from private investment in new 
or expanded production. 


CHANGES IN THE AMOUNT OF MONEY 


We have seen that saving retards 
but investment stimulates the circuit 
flows of money. But there are other 
ways of adding to or subtracting from 
the circular flow of money and thus of 
creating the tendencies towards expan- 
sion or contraction in the volumes of 
business and employment. Saving and 
investing refer to the extent to which 
circulation of an existing amount of 
money is retarded or stimulated. The 
other way of affecting the circular flow 
is by increasing or decreasing the 
amount of money there is. There are 
two ways of doing this. The first one 
is the simple printing or the retiring 
of money by the government. The 
other is the expansion or the contrac- 
tion of bank deposits. The first needs 
no explanation to this group but I 
would like to say a word about the 
other. 

BANK CREDIT 


What I mean by the term “money” 
is that which most of us have in mind 
when we speak of money, i.e., the coin 
and currency in our individual. posses- 
sion and our deposits in commercial 
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banks. In other words, money is that 
which we use when we pay our bills. 
The total amount of money in the 
country is approximately $50 billion. 
The major part of this is in the form 
of bank deposits. There is a not in- 
frequent misconception about bank de- 
posits. It is that when money is accu- 
mulated in the form of a bank deposit 
the bank lends the deposit and thus 
restores the money to use. This, how- 
ever, is not the case as may be readily 
realized when one considers what hap- 
pens when a bank makes a loan to a 
customer. When that loan takes place 
the customer’s bank deposit is written 
up by the amount of the loan and no 
other person’s deposit is thereby writ- 
ten down. The making of a new loan 
by a bank is the creation of a new de- 
posit rather than the transfer of an ex- 
isting one. Money saved in the form of 
a commercial bank deposit is just as 
much withdrawn from the circuit flow 
as hoarded currency. Only the owner 
of a deposit can make it move in ex- 
change for goods or services. The bank 
cannot cause it to move. The only 
thing in this connection that a bank can 
do is to create a new deposit in the 
hope that its activity will offset the in- 
activity of previously existing deposits. 

Inasmuch as we use deposits for 
money, the increasing of bank loans 
is tantamount to the increasing of the 
amount of money. The same is true, of 
course, of the increasing of bank in- 
vestments. The amount of money can 
thus be increased or decreased as a re- 
sult of the expansion or the contraction 
of bank loans and investments. This 
matter is important because it provides 
a source of funds for making additions 
to the major circuit flow of money that 
do not have to come through the in- 
vestment of previous money savings. 
Conversely, it is very important in 
periods of bank deposit liquidation be- 
cause such a liquidation means that 
people are taking the money which 
they receive or have previously saved 
and are using it to pay down their bank 
loans and thus rendering that money 
not only not available for investment 
but non-existent. This is the diversion 
of income from both respending and 
investment to extinction. Whenever 
this happens the circuit flow of money 
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The U.S. Treasury Counsel Looks at 
the New Revenue Act 


We meet to observe the Tenth An- 
niversary of the founding of the Con- 
trollers’ Institute of America at a sol- 
emn moment in the nation’s history. 
Every day’s events bring closer to the 
American people a full realization of 
the necessity for the unstinted support 
of our defense program. Priorities, 
price controls and supply allocations 
are matters vitally important to our na- 
tional safety and they have a direct and 
immediate bearing on our everyday 
problems. 

However, no less important than an 
all-out defense program is an adequate 
check on inflationary tendencies. Such 
a check is necessary in order to keep a 
proper relationship between purchas- 
ing power and consumer supplies and 
between revenue receipts and expendi- 
tures. The Revenue Act of 1941 is an 
important step in this part of our de- 
fense picture. It will raise more money 
and it will dig deeper into the pocket- 
book of the consumer than any other 
Revenue Act in our history. 


TAXES TEN YEARS AGO 


It is interesting to compare Federal 
receipts and expenditures for the fiscal 
year during which the Controllers’ In- 
stitute was founded with our estimated 
receipts and expenditures for the fiscal 
year 1942. For the fiscal year ended 
June 30, 1932, the Federal receipts 
amounted to $2,005,725,437 and ex- 
penditures were $4,535,147,138. For 
the fiscal year 1942, our receipts will 
amount to about $11,300,000,000 and 
our expenditures may total in excess of 
$22,000,000,000. When the Revenue 
Act of 1941 is in full effect, it will 
raise about $13,500,000,000 annually, 
of which some $9,000,000,000 will 
come from income taxes. 

This growth in a decade of our rev- 
enue system from one producing 
$2,000,000,000 to one producing $13,- 
500,000,000 is not only significant as 
an indication of a greatly increased tax 
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burden but it also shows an increase in 
national prosperity, a prosperity which 
can shoulder these greater taxes with- 
out harm. Indeed, as has been pointed 
out by the Secretary of the Treasury in 
a statement before the Senate Finance 
Committee last August, ‘Increased tax- 
ation is needed also to maintain eco- 
nomic stability. Rising purchasing 
power is exerting increasing pressure 
on the prices of many kinds of goods, 
while at the same time production of 
these goods is being increasingly cur- 
tailed by the necessity of diverting our 
resources to defense uses. This com- 
plication of increased demand and tre- 
stricted output is causing inflationary 
price rises which threaten to increase 
the cost of the defense program, un- 
balance family budgets and seriously 
disturb our economic life.” 


Pric—E Not Too HIGH For SAFETY 


Increased taxes is one of the checks 
on inflationary price rises, and is a nec- 
essary concomitant of our tremendous 
expenditures for national safety. The 
price may appear to some a high one 
but, of course, in the last analysis all 
will realize that safety cannot be pur- 
chased at too high a price. 

A detailed analysis of all of the pro- 
visions of the Revenue Act of 1941 
would be too great a task for one 


speech, so I plan to touch merely on 
features of the corporate tax amend- 
ments that I believe are of particular 
importance to you as fiscal officers of 
corporations. I will, therefore, pass 
over the sections dealing with the per- 
sonal income tax and will merely point 
out that the personal exemptions which 
have been lowered to $1,500 for mar- 
ried persons and heads of families and 
to $750 for single persons are the low- 
est in our history and give us the 
broadest tax base in our experience. 
From the latest figures available, we 
anticipate that 22,108,000 returns will 
be filed next March and that there will 
be 13,181,000 taxpayers. 

An interesting and significant fea- 
ture of the lowering of the tax base has 
been the adoption of a new and ex- 
tremely simple return for those tax- 
payers having a gross income of $3,000 
or less from salaries, rents, interest, 
dividends, royalties and annuities. Un- 
der this new way of computing the tax, 
which is elective, the taxpayer need 
only consult the schedule on the back 
of his return to determine which 
bracket his gross income is in (the 
brackets are arranged in blocks of 
$25.00) and pay the tax opposite that 
gross income. It is believed that this 
step toward simplifying the tax prob- 
lems of the small taxpayer will en- 
able the revenue system to absorb the 
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NEEDED: CONTROLLERS 


The advice and help of controllers on the proposed Internal 
Revenue Administrative Code and the technical bill that will be 
forthcoming soon to “iron out inequities or close loopholes’ in 
the Revenue Act of 1941, will be ‘“most beneficial,’’ declares 
Mr. Thomas Tarleau, Legislative Counsel to the United States 


In this address, delivered October 1 before the Tenth Anni- 
versary Meeting of the Controllers Institute of America, Mr. 
Tarleau reviews in detail the provisions of the new revenue act 
and speaks briefly of supplementary legislation to come. 


—THE EDITOR 
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large number of new taxpayers result- 
ing from the lowering of the exemp- 
tions without an undue collection cost 
to the Bureau of Internal Revenue, and 
without undue burden to the taxpayer. 


GRADUATED SURTAX ON 
CORPORATIONS 


In the field of corporate taxation the 
most striking innovation is that of a 
graduated surtax on corporations. The 
graduation, however, is but a slight 
one, namely, 6 per cent. on the first 
$25,000 and 7 per cent. on the bal- 
ance. Graduation, although slight, has 
the effect of allowing the tax to be 
made applicable to the interest on out- 
standing partially tax-exempt Federal 
securities which are exempt from nor- 
mal tax but are not exempt from sur- 
taxes. This surtax is levied on what 
is termed “‘corporation surtax net in- 
come.” The surtax net income differs 
from the normal tax net income in that 
it includes in its base the interest on 
partially tax-exempt obligations of the 
United States and Government cor- 
porations. Also, the credit of 85 per 
cent. of the dividends received from 
domestic corporations is somewhat 
larger for surtax net income purposes 
because the credit is limited to 85 per 
cent. of the net income, which includes 
the partially tax-exempt securities, in 
lieu of 85 per cent. of the adjusted net 
income which does not include such 
interest. 

A desirable change in the direction 
of simplicity in the corporate income 
tax is the integration of the defense 
tax rate with the basic rates. This in- 
tegration of the defense tax rate with 
the basic rate has been carried through- 
out the entire Revenue Act. In the 
corporation tax, the normal rates on 
corporations whose incomes are under 
$25,000 have now become 15, 17 and 
19 per cent. and for those with in- 
comes over $25,000 the rate is 24 per 
cent. Thus, for corporations whose in- 
comes are over $25,000 the combined 
normal and surtax rates do in effect 
total 31 per cent. 

The excess profits tax which, though 
a recent addition to our revenue system, 
has already been subjected to a series 
of amendments, is further amended by 
the Revenue Act of 1941. In the first 


place, the rates of tax have been in- 
creased ten percentage points in each 
bracket so that they now run from 35 
per cent. on the first $20,000 of ad- 
justed excess profits net income to 60 
per cent. of the excess over $500,000. 
Secondly, the flat 8 per cent. credit un- 
der the invested capital method has 
been cut to 7 per cent. as respects so 
much of the invested capital that is in 
excess of $5,000,000. 


Excess Prorirs TAX DEDUCTED First 


The next change in the excess profits 
tax which I should like to call to your 
attention is more complicated, but is of 
considerable importance. Under the 
law prior to this amendment a corpo- 
ration would first compute its corporate 
income tax and then would compute its 
excess profits tax using the corporate 
income tax as a deduction in determin- 
ing its excess profits tax liability. Un- 
der the provisions of the new Revenue 
Act the process is reversed and the ex- 
cess profits tax is first computed with- 
out any deduction for the corporate 
normal and surtaxes and then the ex- 
cess profits tax is allowed as a deduc- 
tion in computing the normal and sur- 
tax. 

The result of reversing these deduc- 
tions in this fashion has the effect of 
increasing the yield of the excess prof- 
its tax, since one of the deductions 
previously allowed is no longer avail- 
able, at the expense of the corporation 
income tax. The net revenue effect 
shows a considerable gain. It is be- 
lieved that the change is justifiable on 
grounds other than increased revenue. 
The normal and surtax rates on cor- 
porations have been steadily increasing 
from the average of about 16 per cent. 
for the base period to 31 per cent. un- 
der the new Act. If a corporation uses 
the average earnings credit and if the 
old system were continued the increase 
in corporation income tax rates would 
absorb an actual increase in profits over 
the base period and thus subject to that 
extent these increased profits to the 
lower corporation income tax rather 
than to the higher excess profits tax 
rates. In other words, every increase 
of the normal and surtaxes on corpo- 
rations would reduce the excess profits 
tax and since excess profits are profits 
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in excess of the fixed standard, either 
a certain percentage of invested capi- 
tal or an excess of the base period 
experience, such excessiveness should 
not be cut down merely by reason of 
an increase in the normal tax rates. 


INVESTED CAPITAL CREDIT CUT 
DowN 


As a result of the reversal of the de- 
ductions, the 8 per cent. and 7 per 
cent. invested capital credits compare 
with a credit of 5.5 and 4.8 per cent. 
under the old method of computing 
the deductions. It was felt by the 
Congress that the invested capital 
credit under the old law was too large 
and was allowing many corporations 
that had a large invested capital to 
escape an excess profits tax on profits 
due to the defense program. The te- 
versal of the deductions to some extent 
ameliorates this situation. It was felt 
by the Treasury that even with this 
shift in deductions which materially 
cut down the value of the invested 
capital credit many corporations were 
escaping tax on defense profits. It was, 
therefore, suggested by the Depart- 
ment and the suggestion was adopted 
by the House that a 10 per cent. excess 
profits tax be imposed on corporations 
using the invested capital method and 
that 10 per cent. be applicable to that 
part of the income of the corporation 
which was in excess of the base period 
experience but was less than the in- 
vested capital credit. The Senate re- 
jected this provision of the House Bill 
and in conference the Senate’s position 
was sustained. The proposal, though 
defeated, appears to a good many to 
have merit and so long as both the in- 
vested capital credit and the average 
earnings credit are both available to 
corporate taxpayers, it may be antici- 
pated that this problem will arise 
again. 


New CAPITAL FAVORED 


Another important change made in 
the excess profits tax was the insertion 
of a provision giving favored treat- 
ment to new capital. The Congress 
has recognized that some preferential 
treatment is necessary in order to in- 
duce further expansion by means of 
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new capital. The necessity for the in- 
sertion of such a provision was empha- 
sized by the decrease made in the new 
Act in the value of the invested capital 
credit. It was felt that the rate of re- 
turn that might maintain existing capi- 
tal might be inadequate to induce ven- 
turesome capital into new business. 
Under this new provision there is 
added to the equity invested capital of 
the corporation for any day an amount 
equal to 25 per cent. of the new capital 
for such day. In other words, that 
part of the equity invested capital of 
the corporation which consists of new 
capital is included at 125 per cent. 
which, expressed in the terms of the 
invested capital credit, means new capi- 
tal, is allowed a credit of 10 per cent. 
on the first five million dollars and 
8.75 per cent. on capital in excess of 
that amount. 


New CaPITAL CLOSELY DEFINED 

In permitting an allowance for new 
capital, the Act has been careful to 
define new capital in such a way as to 
limit it as much as possible to ven- 
turesome capital coming from sources 
outside of the corporation. New capi- 
tal is defined as money or property 
paid in for stock or as paid-in surplus 
or as a contribution to capital and tax- 
able stock dividends made in taxable 
years beginning after December 31, 
1940. New capital therefore does not 
include borrowed capital nor does it 
include new earnings retained in the 
business nor stock dividends declared 
out of earnings accumulated prior to 
the basic date. It must, moreover, be 
noted that money or property even 
though paid in after December 31, 
1940, is excluded from new capital if 
paid in by a corporation on a tax-free 
exchange, or what would be a tax-free 
exchange if the control test provided 
for in Section 112 of the Internal 
Revenue Code were 50 per cent. in- 
stead of 80 per cent. and money or 
property paid in by a corporation 
where the corporation and the tax- 
payer are members of the same con- 
trolled group. A controlled group is 
defined as one or more chains of cor- 
porations connected through — stock 
ownership with a common parent cor- 
poration, if more than 50 per cent. of 
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the voting stock or more than 50 per 
cent. of the value of all classes of 
stock is owned by one or more of the 
corporations and the common parent 
corporation owns directly more than 50 
per cent. of the voting power or 50 per 
cent. of the value of at least one of the 
other corporations. 

The result of this limitation is that 
it will not be possible to shift capital 
between parent corporations with con- 
trolled subsidiaries in order to obtain 
the benefit of the new capital rate nor 
will it be possible to obtain such a 
benefit by means of the ordinary type 
of reorganization. After new capital 
has been tentatively ascertained under 
the limitations I have just mentioned, 
there is charged against this new capi- 
tal any increase in inadmissible assets 
which has accrued since the basic date, 
namely December 31, 1940. The re- 
sulting amount of new capital allow- 
able cannot exceed, however, the ab- 
solute increase in total invested capital 
that has accrued in the period between 
the basic date and the date for which 
the new capital is being computed. The 
result is that decreases in borrowed 
capital will serve to decrease the 
amount of new capital allowable. 

An exception is made, however, in 
the event of a decrease in invested 
capital due to losses which have re- 
duced the earnings and profits account. 
Thus, for example, if the invested capi- 
tal on December 31, 1940, of a corpo- 
ration is $1,000,000 of which $200,- 
000 represents earnings profits and 
during 1941 a loss chargeable against 
earnings profits of $100,000 is sus- 
tained and in 1942 $100,000 is paid 
in for stock of a corporation, the 
$100,000 paid in for stock will be new 
capital even though the capital after 
such addition does not exceed the capi- 
tal as of December 31, 1940. In other 
words, it is the policy of the amend- 
ment to permit new capital treatment 
to capital which is obtained to make 
up for operating losses. 


MINING CORPORATIONS TAXED LIKE 
OTHERS 


The Congress, in Section 731 of the 
Internal Revenue Code, had prior to 
the new law exempted certain corpo- 
rations engaged in mining strategic 


metals from the excess profits tax on 
that part of the income of the cor- 
poration derived from such mining. 
You will recall that the metals covered 
were tungsten, quicksilver, manganese, 
platinum, antimony, chromite and tin. 
The Ways and Means Committee 
struck out this exemption but the ex- 
emption was restored in the Senate. 
However, in Conference, the House ac- 
tion prevailed. Consequently, for the 
taxable years beginning after Decem- 
ber 31, 1940, corporations mining 
these strategic metals will be taxed in 
the same fashion as all other corpora- 
tions. Finally, with respect to the ex- 
cess profits tax, it should be noted that 
the carry-overs from the year 1940 are 
to be computed on the basis of the 
changes made in this Act. In other 
words, in computing the carry-over to 
be allowed in the year 1941 for 1940 
deficiency of profit, the carry-over 
would be computed by computing the 
1940 excess profits tax net income 
without a deduction for the corporate 
normal tax. Consequently, the amount 
of such carry-overs will necessarily be 
reduced. 


CAPITAL STOCK TAx INCREASED 


The capital stock tax and its related 
declared value excess profits tax came 
up for considerable discussion during 
the course of the consideration of the 
Act in the House and the Senate. The 
Treasury has always felt that the capital 
stock tax had little to be said for it ex- 
cept that it was a convenient way to 
get additional revenue. The tax has 
been generally condemned as one of 
the nation’s greatest gambling devices 
and there are few who assert that it has 
intrinsically much merit. Nevertheless, 
in an endeavor to secure the revenue 
necessary, the Ways and Means Com- 
mittee increased the rate of capital 
stock tax from $1 to $1.25 per thou- 
sand. This increase was effective with 
respect to years ending June 30, 1941, 
and succeeding years. The Senate Fi- 
nance Committee, when the Bill came 
before it, continued this increase but 
changed the law so as to permit cor- 
porations to redeclare annually the 
value of their capital stock. 

Since the capital stock tax valuation 
depends upon the anticipated earnings 








of a corporation, a three-year declara- 
tion of value presupposes some idea of 
the earnings of the corporation for the 
next three years. The Finance Com- 
mittee felt that in times such as this 
when it is difficult to forecast earnings 
for the next year, it would be a great 
hardship on corporations to force them 
to estimate their earnings for a three- 
year period. It was for this reason that 
that annual declaration was permitted. 
When the Act was considered by the 
Conference Committee, however, the 
House view prevailed and the Senate 
provision was deleted. It should be 
borne in mind, therefore, that the 
value set for the capital stock and the 
returns filed for this year will be bind- 
ing for the next three years. 

It has come to my attention that 
there is some confusion in the minds 
of a number of corporate officials about 
the triennial valuation. In the Rev- 
enue Act of 1939 permission was given 
to corporate officials to revalue the cor- 
poration stock by declaring a higher 
valuation for the years 1939 and 1940 
if it were felt desirable to do so. This 
valuation upward, however, is not con- 
tained in the present Act and the value 
fixed in this year’s return may not be 
amended either upward or downward 
during the three-year period. 

Under an amendment made by the 
Revenue Act of 1941, the Commis- 
sioner of Internal Revenue has ex- 
tended the time within which capital 
stock tax returns may be filed to Oc- 
tober 29, 1941. This extension is 
granted without the imposition of any 
penalties. Moreover, the time for pay- 
ment of capital stock tax has been ex- 
tended to December 28, 1941. If pay- 
ment is made on or before that date no 
interest accrues or any part of the cap- 
ital stock tax. However, where notice 
and demand for payment is made then 
the payment is timely only if made 
within ten days from the issuance of 
the notice and demand. These exten- 
sions of time for filing and for pay- 
ment were made necessary because at 
the time at which ordinarily return of 
capital stock tax should have been 
made, the Bill was still being consid- 
ered by the Congressional Committee. 

The foregoing are, I believe, the 
most important of the changes as they 
affect corporations generally. The Act 
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itself is primarily and almost exclu- 
sively one to raise revenue and it did 
not attempt to iron out inequities or 
close loopholes. There were many sug- 
gestions made at various times either 
to the Treasury or to the staff of the 
Joint Committee on Internal Revenue 
Taxation or to the Congressional Com- 
mittees which would furnish the basis 
for desirable amendments to the In- 
ternal Revenue Code. It was felt best 
by the Congress, however, to postpone 
the consideration of these proposals to 
another Revenue Bill which would 
have for its purpose the improvement 
of the administration and effectiveness 
of the Internal Revenue Code rather 
than merely an increase in rates or the 
lowering of exemptions. During the 
last few weeks a great many questions 
have been asked concerning the tech- 
nical bill, sometimes referred to as an 
administrative bill. As I understand it, 
in preparing this bill attention will be 
given to the many scores of sugges- 
tions that have been received that deal 
with the technical provisions of the 
Code. It is difficult to state generally 
what these technical provisions are. 
They embrace a large variety of sub- 
jects and some are of extreme impor- 
tance and others would affect but a few 
taxpayers. The Statement of Managers 
on the part of the House in a Confer- 
ence Report on the Revenue Act of 
1941 gives some indication of what 
the nature of these provisions are. 

Many of you are familiar with the 
Higgins v. Smith, recently decided by 
the Supreme Court, in which the Court 
rather strictly construed the language 
contained in section 23, allowing de- 
ductions only if “incurred in a trade 
or business.” The Congress has indi- 
cated that it thinks that the policy of 
this Supreme Court decision deserves 
reexamination and a possible amend- 
ment and the Treasury has indicated its 
willingness to go into the matter. This 
would be a typical example of the type 
of problem that the technical bill 
would be concerned with. 


MORTGAGE FORECLOSURES 


Of more interest to corporations 
would be the problem of mortgage 
foreclosures. In this field, the Supreme 
Court has before it quite a number of 
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decisions in which the tax-consequences 
of mortgage foreclosures are up for 
consideration. However, despite the 
clarification that may result from these 
Supreme Court cases, Congress will un- 
doubtedly want to consider more 
amendments in this field in the tech- 
nical bill. 

There has been much criticism of the 
disparity of treatment between the tax- 
ation of different types of insurance 
companies and the Congressional Com- 
mittees have frequently indicated a de- 
sire to reexamine those provisions of 
the Internal Revenue Code. In the 
forthcoming technical bill, it is quite 
probable that the insurance company 
provisions will be reexamined. 


AMORTIZATION OF BOND PREMIUM 
AND DiIscOUNT 


The Congress likewise agreed that 
the Treasury Department’s recommen- 
dation for amortization of bond pre- 
mium and discount merited further 
study. Under this recommendation, tax- 
payers on the accrual method would 
be required to accrue the premium and 
discount on bonds they had purchased, 
in the case of a premium the accrual 
being offset against and thereby reduc- 
ing the interest accrued. Taxpayers on 
the cash receipts method would be re- 
quired to take similar action in the case 
of tax exempt or partially tax exempt 
securities. The consequence of thus re- 
sorting to the effective rate of interest 
rather than the coupon rate would in 
the case of taxable securities purchased 
at a premium replace the present an- 
nual tax on the coupon rate and a 
capital loss on disposition of the bond 
with simply an annual tax on the lower 
effective rate of interest. If the bond 
were purchased at a discount, the an- 
nual tax on the coupon rate and the 
capital gain on disposition of the bond 
would be replaced by an annual tax 
on the higher effective rate of interest. 
Incidentally, such amortization of dis- 
count was confined to bonds purchased 
at a discount of 10 points or more, as 
the payment of the discount on tre- 
demption in the case of bonds with a 
greater discount is too speculative to 
warrant such treatment. In the case of 
a tax exempt security purchased at a 
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Which Development Expenditures 
Are Expense and Which Capital? 





By The Committee on Technical Information and Research 











DEAR SIR: 

Your request for information as to 
what method should be followed in 
ascertaining the extent to which the 
cost of developing new and improved 
machinery under various conditions is 
chargeable to the Property Account, 
which you addressed to the Control- 
lers Institute of America, was referred 
by our Managing Director, Mr. Arthur 
R. Tucker, to the Committee on Tech- 
nical Information and Research. Your 
letter is quoted below: 


“In the development of anything new 
there are a great many expenditures of a 
‘hit and miss’ kind which should be con- 
sidered as pure development rather than 
adding to the cost of the new assets. Un- 
doubtedly each company has its own thought 
on this subject, but if there is any current 
opinion that you may have at hand, I would 
appreciate it. 


“Expenditures questioned as to whether 
they are expense or capital are: 
(1) Preliminary drafting work on an 


idea. 

(2) Actually building in a shop, develop- 
ing machine shop, of this model (full 
size model). 

(3) Time and raw material expended in 
processing the first lot of production 
from this model. 

(4) Time expended in tearing the model 
machine down again to correct de- 
fects in machine design. 

(5) Drafting labor on this. needed cor- 
rection in design. 

(6) Time and material expended substi- 
tuting new machine parts as brought 
out by these defects in machine de- 
sign. 

(7) Repetition of No. 3 above. 

(8) Possible repetition of No. 4, No. 5, 
and No. 6 above. 

(9) Possible abandonment of the whole 
‘idea.’ 

(10) Possible acceptance of the ‘idea’ and 
a battery of machines of similar de- 
sign ordered. 

(11) Even last minute ideas thrown in 
while the battery of machines are 
being produced. 

(12) So-called ‘tuning up’ the machines 
after delivery. 


“Generally the expenditures as outlined 
in No. 1 to No. 8 are ‘collected’ on onc 
development department work shop order. 

“Where the ‘idea’ is definitely abandoned 
there is no problem, but where the ‘idea’ 


is accepted and a battery of machines are 
subsequently produced there is a question 
of whether all the expenditures as out- 
lined in No. 1 to No. 8 should be capital- 
ized. 

“There is another question I would like 
your help on and that is whether expendi- 
tures on a production machine for improv- 
ing the quality of the product are capital 
expenditures. 

“Generally, such ‘quality improvements’ 
to the production machine do not extend 
the life of the machine nor enhance its 
value. As a matter of fact, usually the ‘im- 
provement’ substitutes for an existing part 
already on the machine.” 


Signed R. S. HOLDEN 


CONSERVATISM IN CAPITALIZATION 
OF ANY PART 


The consensus of opinion given in 
the majority of the replies which the 
committee members have made to your 
request points either to a preference 
for charging items of this kind to Op- 
erating Expenses or at least to a pref- 
erence for extreme conservatism in the 
capitalization of any portion thereof. 
A considerable variety of very inter- 
esting reasoning is given. Several 
members of the Committee have men- 
tioned the importance of income taxes 
in the accounting for experises of this 
type and one member has pointed out 
the importance which such expendi- 
tures may bear to the excess profits tax. 
Quotations from these letters follow: 


CHARGES TO CURRENT COST 


“Our policy is dictated by a belief that 
expenditures of this kind are in the nature 
of insurance to assure the continuance of 
the business by keeping it up-to-date in its 
products and procedures. Should we be 
given an order for a particular product 
where experimental and development work 
must be accomplished before the produc- 
tion of the product, we would undoubtedly 
accumulate the costs of the experimental 
and development work so that it could be 
amortized and included in the cost of the 
products to be produced. 

“It is my belief that experimental and 
development work on products and proc- 
esses prior to the development of a mer- 
chantable product or a usable process, are 
a measure of business obsolescence and as 
such must be included and accounted for 
as current and actual cost of the products 
being currently produced and the processes 
being presently used. The only exception 
to this statement of a general rule occurs 
when the work is directed towards the de- 
velopment of an entirely new industry or 
division of an established industry. In such 
cases the expenses partake of the nature of 
promotion and organization expenses and 
as such may be considered as a part of the 
original investment and capitalized as an 
asset and offset by a capital surplus, or, 
in the exceptional cases, by common stock.” 


CAPITALIZES ONLY ITEMS WITH A VALUE 


“I doubt whether there is any uniform 
treatment of this problem. The text books 
say little on the subject. A survey of cur- 
rent practice would probably show many 
different treatments. I know of several com- 
panies who capitalize all or nearly all of 








SHOULD EVERY HIT-OR-MISS DEVELOPMENT EXPENSE 
BE CAPITALIZED? 


No, in fact very few development expenses should be charged 
to the property account, according to this survey conducted by 
the Committee on Technical Information and Research of the 
Controllers Institute of America. 

This article, in the form of a letter from Committee Chair- 
man R. S. Holden to a member, shows a preference on the part 
of Committee members for extreme conservatism in the cap- | 
italization of any part of the development expense. 

Why? Twelve members tell you why in this study. 


—THE EDITOR 
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the items listed, whether the development is 
a success or not. I believe this is ali wrong. 
The determining factor should be whether 
the item has a value. Regardless of the cost 
of the machine, or the cost of the prelim- 
inary work, it all seems to be in the nature 
of research and experiment, which are 
necessary expenses incurred to keep up-to- 
date and ahead of competitors. Conservatism 
would seem to say ‘write them off.’ Yet this 
extreme is wrong too, I think. 

“On the other hand it might be desir- 
able to capitalize them to increase the in- 
vested capital under the excess profits tax. 

‘Now let us see if we can be reasonable 
about this. If the development work is 
not essential to operations, but pure re- 
search, the amount is often charged to Ad- 
ministrative Expense. 

“Development work on new products, if 
successful, generally is capitalized and 
spread over production. 

“Development work on new products, if 
not successful, should be charged direct to 
Profit and Loss, as it would result in a dis- 
tortion of costs to make the regular prod- 
uct stand the expense. 

“Experiments on methods of manufac- 
turing whether successful or not should be 
charged, I think, to manufacturing expense, 
especially if this kind of development work 
is going on regularly. If the expenditure 
on a very successful item is unusually large, 
I think it should be capitalized and amor- 
tized over production. 

“Work leading to improvement on old 
products should also be charged to manu- 
facturing expense, whether or not success- 
ful. This covers the last question. 

“If it is believed the even if successful, 
the costs are out of all proportion to the 
fair appraised value of the development, 
then the costs to be capitalized should not 
exceed that value. This is giving recogni- 
tion to the fact that the excess cost repre- 
sents an unsuccessful development. This 
answers that part of the member’s inquiry as 
to whether all expenditures from 1 to 8 
should be capitalized.” 


TEST AND EXPERIMENT ACCOUNT 


“We charge the expenses incurred in 
developing experimental machines to a Test 
and Experiment Account. This includes both 
labor and machine parts. 

“If the machine proves to be of value 
to our operations, our Engineering Depart- 
ment sets a value on the machine based on 
its estimate of what a similar machine could 
be purchased for if it were on the market. 
The Test and Experiment Account is cred- 
ited with this value, and the Machinery In- 
vestment Account charged; the balance in 
the Test and Experiment Account being 
written off in the current year as an ex- 
pense. 

“Expenditures on a production machine 
are charged to expense.” 


NEVER CAPITALIZES EXPENDITURES 


“We have never capitalized any expendi- 
tures in connection with developing new 
products because we feel it more conserva- 
tive to absorb such expenses as they are 
incurred even if such expenses are incurred 
during periods when the company is not 
earning any profit. 

“I agree with the inquirer’s thought that 
quality improvement to a production ma- 
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chine does not extend the life of such ma- 
chine and therefore should not be considered 
as a capital expenditure.” 


CAPITALIZES Cost OF SIMILAR MACHINE 


“For a great many years our company 
has worked on a very conservative basis 
and it has not been our practice to capitalize 
any expenditures which were, in any sense, 
of an experimental nature. 

“The questions which have been asked 
seem to fall into very definite and logical 
groups. In all cases where we start the de- 
velopment of a new machine, a development 
order is made out and to that order we 
charge all expenditures such as Items No. 1 
—'Preliminary drafting work on an “idea,” ’ 
No. 2—‘Actually building in a shop, devel- 
oping machine shop, of the model (full size 
model),’ No. 4—‘Time expended in tearing 
the model machine down again to correct 
defects in machine design, No. 5—'Draft- 
ing labor on this needed correction in de- 
sign,’ No. 6—'Time and material expended 
substituting new machine parts as brought 
out by these defects in machine design,’ No. 
8—'Possible repetition of No. 4, No. 5, and 
No. 6 above,’ No. 11— Even last minute 
ideas thrown in while the battery of ma- 
chines are being produced.’ 

“If no other machines are made other 
than the model and that is put into produc- 
tive use, we make an estimate as to the cost 
of a similar machine manufactured under 
normal conditions, capitalizing this amount 
and charging the balance off to expense. If 
we manufacture a battery of such machines 
we use the cost of the large lot manufac- 
tured in determining the proper amount 
to be used in capitalizing the model ma- 
chine, if such machine is put into produc- 
tive use. 

“Under Items No. 3—‘Time and raw ma- 
terial expended in processing the first lot 
of production from this model,’ and No. 7 
—'‘Repetition of No. 3 above.’ These costs 
are considered as a part of the manufactur- 
ing costs of the part produced. 

“Under Item No. 9—Possible abandon- 
ment of the whole “idea,” ’ would naturally 
be an expense and be handled as such. 

“Under Item No. 10—‘Possible accept- 
ance of the “idea” and a battery of ma- 
chines of similar design ordered,’ would 
be, in our judgment, capitalized on the basis 
of the cost to produce the battery of ma- 
chines. 

“Under Item No. 12—'The so-called 
“tuning-up” the machines after delivery,’ 
would appear to us to come more or less 
under the heading of Service Expense and 
would represent a part of factory or manu- 
facturing overheads. 

“The final question regarding whether or 
not expenditures on a production machine 
for improving the quality of the produce 
are capital expenditures would, in our judg- 
ment, fall into the category of expense and 
not capital. 

“We fully realize that some companies 
would operate on a different basis than 
mentioned but our practice, as outlined 
above, seems to represent the more conserva- 
tive policy when followed year in and year 
out.” 


CHARGES DEVELOPMENT WORK 
TO EXPENSE 


“With respect to the first question con- 
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cerning expenditures for development of 
new machinery, our practice is to charge all 
such development work to expense as in- 
curred and at the conclusion of the work 
to credit expense and charge plant account 
with the fair value of the equipment actu- 
ally put into use in regular production. 

“This fair value is determined by ap- 
praisal by the works management or plant 
engineer, giving consideration to replace- 
ment cost and accrued depreciation, if any, 
during the time of development. We do not 
feel that development expenditures in ex- 
cess of such a fair value are proper charges 
to plant account. We recognize that where 
substantial amounts are involved it may be 
proper to handle all or part of them as de- 
ferred charges spreading over a_ longer 
period of time than one year, but as a mat- 
ter of policy we do not follow this proce- 
dure. 

“With respect to the second question 
concerning expenditures on machinery for 
improving the quality of the product, we 
have the following rather arbitrary rule 
which I quote direct from our standard 
procedure: 


‘Partial Replacements and Renewals 

‘If a replacement has an estimated 
life of more than three years, is more 
than $200 in value, and more than 20 
per cent. of the total value of the unit 
of which it is a part, it should be cap- 
italized and an adjustment made for the 
removal of the item replaced; otherwise 
the replacement will be charged to ex- 
pense. The $200 limit in this rule ap- 
plies to the total value of the replace- 
ment and there will be a further limita- 
tion where the replacement is made up 
of small units of a $50 minimum on 
each of such units. 


‘Supplemental Equipment on Machines 


‘The rule stated in the preceding 
paragraph should be applied to supple- 
mental equipment and improvements 
on machines (for example the addition 
of fans or incidental devices on tenter 
frames, or folders and cutters used in 
connection with sponge machines, ad- 
hesive machines, the insulation of pip- 
ing, addition of machine guards, etc.) 
as well as to partial replacements. The 
cost of supplemental equipment shall 
be added directly to the value of the 
existing equipment to which it is ap- 
plicable, and the total depreciated as 
a unit. 


‘Depreciation after Partial Replacement 
or Addition of Supplemental Equipment 

‘When the value of a piece of equip- 
ment has been adjusted due to the re- 
placement of a major part or the addi- 
tion of supplemental equipment, depre- 
ciation shall be computed from the date 
of such adjustment in value at the stand- 
ard rate, applied to the adjusted gross 
value. This has the effect of depreciat- 
ing the entire piece of equipment, in- 
cluding the new part or the supple- 
mental equipment as a unit, and also 
has the effect of accelerating deprecia- 
tion on the added value when the orig- 
inal value is fully depreciated.’ 


“The inquirer, in submitting his second 
question, comments that generally ‘quality 
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improvements’ do not extend the life of 
the machine or enhance its value. This is 
probably true, but in many cases it is diffi- 
cult to determine in advance whether or 
not the replacement of a major part will 
result in lengthening the useful life of the 
equipment. By providing that an adjustment 
be made for the removal of any major part 
replaced, and that depreciation be taken on 
the adjusted value of the equipment after 
the replacement or improvement, the addi- 
tional time required to depreciate the added 
value is usually quite short and we have 
found that in our case at least this seems 
to meet the situation adequately.” 


CHARGES DEVELOPMENTS OFF AS 
THEY OccuR 


“During the past few years we have had 
the same situations as outlined in your 
letter and we have definitely adopted the 
policy of charging development of new 
products off as they occur. 

“In a case such as that described here 
we would definitely charge off items 1-8 
inclusive, with the exception of cost of 
drafting and engineering of final machines 
delivered. We would also charge off item 
12 ‘So-called tuning up.’ All of these items 
would be considered as development and 
we are adverse to gold-plating cost of new 
machines. It is true this development might 
rightly be spread over a reasonable period 
as soon as the machines were producing a 
commercial and saleable product, but we 
have come to the conclusion the immediate 
write-off is better. I do not believe it is 
correct to add to the cost of new machinery 
all the many items involved in preliminary 
research and development of an idea; in 
fact, only the first machine produced costs 
the most money. The remaining machines 
are produced at what may be termed replace- 
ment cost. Therefore, the first and perhaps 
experimental machine should not, in my 
opinion, be capitalized at more than the 
other later produced machines; that’s gold- 
plating. 

“The second question relating to expendi- 
ture on a production machine for improving 
quality of product: Depending upon the 
size of the expenditure and whether a com- 
plete plant ledger is maintained in which 
major parts of machines can be segregated 
and priced, we prefer the method of writ- 
ing off the replaced parts and setting up 
the new parts. In our business, the rebuild- 
ing of a machine for improvement of prod- 
uct generally means a major job of many 
thousands of dollars. Consequently, we 
maintain a complete plant ledger so that 
parts replaced or added to can be easily 
recognized. I do not believe it is exactly 
true to state the life of the machine is not 
extended, because the new parts added for 
improvement of quality are usually vital 
parts and do prolong the life of the ma- 
chine inasmuch as the structure would not 
usually be worn out at the same time as 
such vital parts. These new parts also might 
enhance its value, as it must be remembered 
that the rebuilding is to improve the qual- 
ity of an already existing product. Also, a 
new machine might be necessary and if 
so the old machine would be written off and 
the new set up. If the old machine can be 
rebuilt and produce the product, certainly 
you have a new machine at the cost of the 
depreciated value of the remains of the old 
machine, plus cost of rebuilding.” 
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REMEMBER INCOME TAX 


. watch for all you possibly can 
use to reduce the base for income taxes. 
With that as a premise, we will work back 
to leaving as deferred charges or develop- 
ment expense, the amount that the Govern- 
ment will not allow. 

“From the strict accounting standpoint, 
one should charge in as part of the ex- 
penses as depreciation or development ex- 
pense, any expenditure which has contrib- 
uted to securing the revenue. With this in 
mind, one is given quite a bit of lee-way as 
to the period of time to write off the de- 
velopment expense.” 

“Considerable latitude is allowed by the 
Treasury Department in connection with 
the treatment of this item in connection 
with Federal Taxes; and my experience has 
been that almost any reasonable handling 
of it is acceptable to the Treasury Depart- 
ment.” 


UNUSUAL EXPENDITURES May BE 
CAPITALIZED 


“The practice of disposing of the items 
mentioned by the inquirer varies widely. 
Apparently most companies charge off de- 
velopment cost currently but there may be 
modifying factors. Unusual or special ex- 
penditures might be capitalized. The sub- 
ject is so controversial that I hesitate to 
give categorical answers to the following: 

“3: S.E.C., in the decision re American 
Terminals and Transit Company: (De- 
cisions, Op. Cit., Vol. I, No. 3, pp. 701 
and 707-711). Income from a property in 
development must be applied in reduction 
of development expense. Hence any income 
from processing first lot of production while 
machine is being developed should be cred- 
ited to development cost. The cost of pro- 
duction of such merchandise should natu- 
rally be charged to development cost. 

“9: In the case of American Auto Gyro 
Company, (Decisions, Vol. I, No. 1, Op. 
Cit. pp. 83-97) S.E.C. stated that unsuc- 
cessful experimental costs should be written 
off as a loss. Under Income Tax Regula- 
tions such loss must be treated as belonging 
to the current year’s operations. 

“It would be conservative to write off 
development and experimental costs cur- 
rently. 

“Where there are expenditures which 
produce greater earning capacity or without 
which a lessened earning capacity would 
result (assuming that all normal expendi- 
tures for maintenance and repair are being 
made currently) it is correct to treat this 
item as a capital expenditure or as a de- 
ferred charge to be spread over the prod- 
uct as quickly as possible.’ 


CAPITALIZES ONLY ITEMS OF DEFINITE 
AND DEVELOPMENTAL NATURE 


“From the wording of the question I 
am assuming that this new machinery is 
being developed for manufacturing pur- 
poses and not in the development of mar- 
ketable machinery. 

“The problem involved is a serious one 
for many companies, and some years ago 
I was faced with a similar problem from 
both angles, that is, the development for 
manufacturing machinery and also the de- 
velopment for marketable machinery. The 


only solution that we could develop that 
anywhere near solved the problem was to 
insist that the Engineering or Development 
Department should sit down and analyze 
their problem as completely as possible 
in all the various stages that it would be 
necessary to cover, and, at the same time, 
to approximate the amount of expense so 
that this could be tied in with necessary 
budget expenditures. 

“This broke down into very nearly the 
same steps as the inquirer has cited. A great 
many times, however, it was necessary to 
make what was known as an ‘appropria- 
tion request’ for a very hazy idea, in which 
case a nominal amount as requested by the 
Engineering and Development Department 
was set up, for what was considered a pre- 
liminary survey. This item was at all times 
charged directly to development expense. 

“From this preliminary survey the ideas 
were crystalized and set up in the complete 
‘appropriation request’ itemized as care- 
fully as possible. Orders would be issued 
to cover the various items and partial re- 
leases made; for example, if an appro- 
priation was contemplated for, say, $30,000, 
authorization would only be released for 
one or two preliminary items which might 
approximate, say $5,000. Then a halt was 
called to survey the expenditure to date 
and what the probable future steps should 
be. This, at the same time, gave an opportu- 
nity to, perhaps, break down the expendi- 
ture to date and sort out the items of a 
purely development character that had been 
lost and only capitalize such items that 
showed evidence of being of a definite na- 
ture. 

“As the work progressed and additional 
releases were made against the major ap- 
propriation, it was possible to fairly elim- 
inate from the capital account and charge 
to expense most of the remaking and re- 
designing that is always involved in such 
projects. However, instead of building 
up a definite capital account, the items 
which were believed might be capitalized 
were carried forward under development 
work in process until finished. 

“In a few cases it was found that a proj- 
ect turned out to be a purely experimental 
matter, in which case any items remaining 
in this account were then charged to de- 
velopment expense. 

“The primary object in establishing this 
method was to first compel the Engineering 
and Development Department to at least 
make some attempt to think their way 
through to some kind of conclusion in suff- 
cient detail to be able to approximate where 
they were going, and, at the same time, per- 
mit the budgeting and accounting officials 
to follow the necessary progressive steps 
in any such undertaking with a fair de- 
gree of accuracy. 

“It must be admitted that this solution 
is not a hundred per cent. accurate, but we 
figured that it saved a great many thousand 
dollars in the elimination of false starts 
at the inception of a project, and in many 
cases, the abandonment of an idea before 
it became too expensive.” 


EXPENSE AUTHORITY COVERS PROJECT 


“When the research or development de- 
partment works in a general field without 
attempting to arrive at a particular objective, 


(Please turn to page 474, col. 2) 
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The “Cost-Plus” Contractor’s Profit 
Depends on His Controller 


The standard form of cost-plus-fixed- 
fee contract is based upon the premise 
that the contractor will perform cer- 
tain services, produce materials, and 
the like for a definite fee, which to all 
intents and purposes should represent 
his profit. 

There are various types of cost-plus- 
fixed-fee contracts but for all practical 
purposes they fall in two groups, 
namely,—construction contracts cover- 
ing erection of emergency facilities, 
and supply contracts covering produc- 
tion of military materials. I shall con- 
fine my remarks to the army supply 
contract, although I believe they are 
more or less pertinent to most if not 
all cost plus fixed fee contracts. 


ProFir DEPENDS ON CONTROLLER'S 
EFFICIENCY 


The operation of the contract, in my 
opinion, has brought about a clearer 
and more sympathetic understanding 
of the real value and importance of the 
controller's profession. Profit under 
this type of contract depends more 
upon the ability and efficiency of the 
controller than on any other part of 
company management. Therefore, I do 
not believe it an exaggeration to say 
that the major responsibility for suc- 
cessful operations under this contract 
falls upon the controller. 

It has been stated that the controller 
is the source from which management 
may obtain accurate, uncolored and 
emotionless facts. It is these same facts 
upon which the contractor must rely in 
order to obtain proper reimbursement 
of his costs, under the cost-plus-a-fixed- 
fee contract. 


But—What facts are necessary and 
how should they be por- 
trayed? 


The successful administration of the 
cost-plus-fixed-fee contract, like any 
other contract, depends in part upon a 
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clear understanding of the agreements 
reached by the parties, but this alone is 
not sufficient. Experience has taught us 
that recognition of costs and other 
understandings must be clearly stated 
in the text of the contract. If any of 
you has been caught in the middle of 
a cross rough between the contracting 
officer who says he intended to allow 
certain costs and the government audi- 
tor who says, “that’s fine, but unfor- 
tunately it is not stated in the contract,” 
you know what I mean. 


Wuat Is ‘Cost’ ? 


Article III of the standard army 
cost-plus-fixed-fee supply contract de- 
fines the cost formula by employing 
the definitions contained in Treasury 
Decision 5000. A casual reading of this 
decision gives the impression that its 
terms are so general and broad in scope 
that the contractor is amply protected 
in the recovery of all of his costs, and 
many contracts have been accepted 
under this impression without further 
clarification. The Comptroller General 


has taken the position that once the 
contract is executed, any reimburse- 
ment of cost thereunder must have def- 
inite contract authority. Therefore, 
broad and general terms may give rise 
to doubt as to contract authority for 
recognition of certain items. No matter 
how meticulous the controller may be 
in his administration of the contract, 
he is faced with two words in TD 5000 
that can spell disaster to the best ac- 
counting methods and the most hon- 
orable intentions—I refer to the words 
“necessary” and “reasonable.” 


WHAT Is ‘NECESSARY’ AND 
““REASONABLE’’ ? 


What is going to happen to the 
fixed fee, if in exercising his best judg- 
ment, the controller permits certain ex- 
penditures to be made which are later 
determined by the government auditor 
or the Comptroller General to be un- 
necessary in the performance of the 
contract? It seems to me that the mu- 
tual interests of industry and govern- 
ment will be best served if uniform or 








HOW HAS THE “COST-PLUS” CONTRACT EMPHASIZED THE 
IMPORTANCE OF EFFICIENT CONTROLLERSHIP? 


The fact that profit, under the cost-plus-a-fixed-fee contract, 
depends more upon the ability and efficiency of the controller 
than it does upon any other part of management, has helped to 
bring about a more generally sympathetic understanding of the 
value of controllership, says Mr. Laurence A. Smith, in the ad- 
dress reproduced here, which was delivered to the Tuesday after- 
noon session of The Tenth Anniversary Meeting of The Control- 
lers Institute of America. 

Some of the problems which controllers must solve in handling 
“‘cost-plus’’ contracts are discussed here by Mr. Smith, whose sug- 
gestions for reform in such contracts should be of interest to all 
controllers. 

Mr. Smith, a member of the Controllers Institute, is Secretary 
and Controller of McDonnell Aircraft Corporation, Robertson, 
Missouri. From 1936 to 1941 he was Controller of General Ameri- 
can Life Insurance Company, St. Louis, and from 1930 to 1935 
he was Executive Vice President and Controller of W. F. Hall 


Printing Company, Chicago. 
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standard clarifying provisions are in- 
corporated in the contract to the end 
that the contractors’ hazards in the in- 
terpretation of the word ‘‘necessary”’ 
are reduced to a minimum. I refer as 
examples to such costs as the follow- 
ing: 

(a) Excusable delays in making deliveries. 

(b) Overcoming labor shortages and set- 
tling labor disputes. 

(c) Losses not compensated for by insur- 
ance or otherwise. 

(d) Costs of sick leave and vacation pay. 

(e) Contract financing costs. 

(f) State and local taxes. 

(g) Costs of preparation of facilities. 

(h) Special equipment or testing devices 
required in the performance of the 
contract but not used in the normal 
business of the contractor nor covered 
by a facilities contract. 


A very significant decision was 
handed down by the Comptroller Gen- 
eral on April 14 of this year cited in 
volume 20 of Comptroller General’s 
Decisions page 632. The contract under 
review in defining costs eligible for 
reimbursement contained the following 
clause: 


“Such other items as should, in 
the opinion of the contracting of- 
ficer, be included in the cost of the 
work.” 


Such a clause in a contract may be 
the means of recovering many legiti- 
mate costs that could not be anticipated 
at the time the contract was drawn and 
which might not otherwise have con- 
tract authority for reimbursement. J 
sincerely feel that such a clause should 
be made a part of the standard form, 
and that it would be right and proper 
that the Government consent to amend- 
ing existing contracts accordingly. 

What is going to happen to the 
fixed fee if, in the use of his best 
judgment, the Controller does not 
limit expenditures to the point that 
they are deemed “‘reasonable’’ by gov- 
ernment auditors? For example, Army 
Air Corps Audit Section has informed 
us that executive salaries in excess of 
$25,000 per annum may not be al- 
lowed. If you will review the salaries 
of major executives of the larger air- 
craft companies you will find many 
salaries above the limit just recited, and 
that such salaries are in keeping with 
previous experience. 

Another example, 1 was called upon 
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a few weeks ago by the government 
resident auditor to furnish him a list 
of executives, in order that he might 
properly audit travel expense vouchers. 

Upon inquiry I was informed that 
executives would be allowed a maxi- 
mum of ten dollars per day (not in- 
cluding transportation) and all other 
employees six dollars per day. After 
a very thorough going discussion of 
the matter I found that those rates rep- 
resented the ceiling of reasonableness 
in the opinion of the Comptroller Gen- 
eral, and any excess incurred would 
have to be paid out of the fixed fee. 

It seems evident that there is real 
need for more uniform measurements 
of the degree of reasonableness than 
may be recognized under the language 
of TD 5000. Fixed and arbitrary ceil- 
ings cannot do equity. A salary rate in 
one company may be entirely reason- 
able and yet if the same rate was paid 
in another company it would be dis- 
proportionate to its financial status. We 
all know that the cost of travel varies 
between localities. These two examples 
may not be particularly harmful, but 
if arbitrary positions can be taken with 
respect to these two classifications of 
expense, similar positions can be taken 
with respect to any other classifications. 
It is obvious that there is ample oppor- 
tunity and a real need to develop a 
more stable and satisfactory control of 
discretion in fixing the degree of rea- 
sonableness of costs incurred. 


RETROACTIVE ADJ USTMENTS 


A discussion of the definition of 
costs would not be complete without 
referring to the timeliness of decisions 
on debatable items. The standard form 
of contract provides that: 


“The contractor shall preserve 
for a period of at least three years 
after completion or cessation of 
said work all the books, papers and 
other accounting records pertain- 
ing thereto.” 


A possible inference is that the pro- 
priety of the costs incurred is open to 
adjustment until the three year period 
has elapsed. It is apparent that any 
disallowance of costs applied retro- 
actively cannot be recovered, and there- 
fore every suitable means should be 
made available to obtain irrevocable 


decision or agreement with respect to 
the eligibility of costs, and in advance 
whenever possible. I submit that it 
would be fair and equitable, and not 
adverse to the public interest, if all 
contracts provided that, in the absence 
of a showing of fraud, they shall not 
be subject to adjustment after the final 
audit is made at the completion of the 
work. 


UNALLOWABLE ITEMS 


TD 5000 sets forth certain expendi- 
tures as being unallowable. One of 
the items provoking much discussion is 
“entertainment expenses.” Where does 
“necessary” expense end and “enter- 
tainment” begin? In these days of the 
national emergency, entertainment is a 
rare occasion, and yet we have a ruling 
that if, for example, a subcontractor in 
Kansas City visits his prime contractor 
in Los Angeles on official business and 
these men having worked late step out 
for a bite to eat, if the subcontractor 
happens to pay the prime contractor's 
check he cannot recover the cost be- 
cause it has been construed as “‘enter- 
tainment’’—Well,—when one of my 
boys read that he made the observation 
that the subcontractor probably ex- 
ceeded his ten dollar allowance any- 
how. 


Costs INCURRED PRIOR TO 
EXECUTION OF CONTRACT 


There is another classification of 
costs that has given concern to some 
contractors. 

In many instances work has begun 
before the contract is executed. In some 
cases research and development costs 
have been incurred during the period 
of negotiation, or in anticipation of a 
contract. TD 5000 does not incorpo- 
rate these costs in sufficient scope to in- 
sure the contractor of reimbursement. 
It would seem proper, therefore, that a 
standard provision covering such costs 
be incorporated. The Air Corps has 
found this condition to prevail in so 
many cases that they have now de- 
veloped a clause which is intended to 
cure this condition, but the fallacy of 
the clause is that it restricts the recog- 
nition to those costs which would have 
been allowable if the contract had been 

(Please turn to page 474) 
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Production and Personnel Problems 
of the Controller in Defense Work 








Round-Table Discussion by the San Francisco Control 








This article is a stenotypist’s report 
of the defense problems conference 
held by the San Francisco Control on 
September 11 in Hotel St. Francis, San 
Francisco. 

The speakers included: President 
Walter L. Eggert, of Pacific Manifold- 
ing Book Company, Lrd.; Chairman 
Edward V. Mills, of Fireman’s Fund 
Insurance Company; Mr. Owen T. 
Jones, of American Trust Company; 
Mr. John G. Walling of Honolulu Oil 
Corporation; Mr. George E. Benson of 
Hawaiian Pineapple Company, Ltd.; 
Mr. Lee R. Abercrombie of Hartford 
Fire Insurance Company; Mr. P. A. 
Hoyt of Oliver United Filters, Inc.; 
Mr. Robert M. Douglas of San Fran- 
cisco Stock Exchange; Mr. ]. Howard 
White of Shell Oil Company, Inc.; 
Mr. T. Gartrell of General Metals Cor- 
poration; Mr. C. Theodore Plummer 
of Marchant Calculating Machine 
Company; Mr. M. M. Woltz of Coast 
Manufacturing & Supply Company; 
Mr. Leonard W. Hughes, of California 
Corrugated Culvert Company; Mr. 
S. J. Edenholm of Riggs Optical Com- 
pany, Inc.; Mr. John R. McKee of 
California Casualty Indemnity Ex- 
change; and Mr. Reese Tucker of Bal- 
four, Guthrie & Company, Ltd. 

—THE Epiror. 


PRESIDENT EGGERT: We have pre- 
pared a program for tonight which we 
felt would be of particular interest at 
this time. We have heard a great deal 
about the effect of the Defense Pro- 
gram on industry but few have had the 
opportunity actually to sit down and 
discuss with others the effect which it 
is having on his particular business. 

The subjects to be discussed can be 
described as follows: 


A—Consumer Goods; Production. 
B—Personnel Problems. 
C—Controllership Functions. 


Our Chairman tonight will be Ed 
Mills and I now turn the floor over to 
him. 

CHAIRMAN MILLs: We have pro- 
grammed or endeavored to line up as 
discussion leaders on this subject 
Messrs. Jones, Gartrell, Tucker, Gep- 
hart and Eggert. Mr. Gephart may 
still be here, but he has sent me a 
transcript of what he had to say in case 
he does not arrive. 

In the meantime we shall start off 
with Mr. O. T. Jones of the American 
Trust Company. He is going to say 
something to us on how the defense 
program affects banking operations. 


DEFENSE PERSONNEL PROBLEMS 


Mr. JONES: The national defense 
program has had a number of inter- 
esting effects on banking operations, 
some due to personnel problems and 
others to additional responsibilities im- 
posed on banks by the administration. 

To date, we have lost 61 employees 
to the armed forces out of a total of 
288 eligible employees and a total per- 
sonnel in excess of 1,500. The loss has 
been rather spotty and has produced 
difficulties which are out of propor- 
tion to the numbers involved. One of- 
fice has lost better than one-third of 


its personnel, while another large office 
with over 100 employees has yet to lose 
a man. 

Perhaps due to the fact that we re- 
quire a physical examination, we have 
had only one employee turned down 
for physical defects, and in his case 
that consisted of defective hearing. 
Along with the draft we have had a 
decided increase in turnover of em- 
ployees. For the current year, this will 
likely be in excess of 20 per cent. as 
compared with 10 per cent. under nor- 
mal conditions. 


WOMEN REPLACE MEN 


To offset these personnel difficulties 
we have adopted two courses—the first 
is to place women on jobs held by 
men. During the first five months of 
this year, the number of men in our 
employment decreased by nine while 
women increased by 59. While banks 
on the Pacific coast have been far be- 
hind eastern banks in employing 
women, the policy has many advan- 
tages and will no doubt be continued 
after the present emergency. 

The second partial solution has been 
a further mechanization of bank op- 
erations. One type of machine that has 
been installed is a bank proof machine. 
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nel worry lie? 


DO YOU KNOW THE ANSWERS TO THESE QUESTIONS? 
1) How have Hitler’s Blitzkreigs affected United States banks? 


2) How is a “‘national’’ of a foreign country defined? 

3) Can you pay dividends to such “nationals” through our 
4) How have unions restricted the number of skilled workers 
5) How high has defense production pushed wages on the West 


6) With what class of worker does management's main person- 


7) What methods are employers using to satisfy the demand of 
white collar workers for higher wages? 
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This machine rents for $70 a month 
and one operator can sort and list in 
18 different totals, performing work 
that formerly required more than two 
operators with other equipment. For- 
tunately, we are rather well along on 
this program, for it appears that pri- 
orities may shortly make impossible 
the obtainment of much mechanical 
equipment. 

I might mention that this particular 
machine may be of some assistance to 
you in your accounting departments. 


HITLER’S BLITZKREIGS AFFECT U. S. 
BANKS 


Under otherwise normal conditions 
these problems would be taken in 
stride, but the banks have been called 
on to assume certain additional re- 
sponsibilities. When Hitler marched 
into Denmark and Norway he started 
a chain of circumstances that in many 
ways affected banks. These were caused 
by the Presidential Order of April 10, 
1940, freezing funds and other prop- 
erty that might come under Nazi con- 
trol. The banks’ difficulties are quite 
understandable when you consider the 
flight of capital to this country that 
has been going on for the past several 
years, and when it is remembered that 
a substantial portion of this capital is 
now represented by deposits in Ameri- 
can banks. 

The freezing process has kept pace 
with Hitler's blitzkreigs and there are 
now 29 European countries on the 
“frozen list.” There were 30 until Joe 
Stalin turned on his old pal, Adolph, 
and joined the “Stop Hitler Move- 
ment.” 

What started out to be only a pro- 
gram to control funds which might 
otherwise reach the Nazis has taken on 
much wider significance since June 14, 
1941. When the reports contemplated 
by Executive Order No. 8785, issued 
on that date, have been filed, the funds 
of all foreign governments and their 
nationals will come under the eagle eye 
of Uncle Sam, and subversive inter- 
ests will find it much more difficult to 
earn a livelihood. In other words, we 
do not want money and property in 
this country working for the Axis, 
either over there or other here, and we 
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are no longer going to help Japan 
grease her war machine. 


WHo Is A FOREIGN “NATIONAL” 


One term perhaps requires an ex- 
planation before we proceed further. 
Just who is a “national” of a foreign 
country? He is anyone who is domi- 
ciled or residing in such foreign coun- 
try, even though he be an American 
citizen ; but he is also an alien living in 
the United States? If he has estab- 
lished a bona fide domicile and resided 
continuously in this country for the re- 
quired length of time he is a ‘generally 
licensed national’ and is free to con- 
duct his affairs just as though he were 
an American citizen. 

So far there has been a volume of 
releases by the government dealing 
with the various freezing orders. All 
of them require detailed study, the ob- 
tainment of the necessary licenses, and 
the compilation of very detailed re- 
ports. The present headache is the re- 
ports to be submitted by the end of this 
month covering the accounts of all for- 
eign nationals, frozen or otherwise. So 
much for frozen assets. 


DEFENSE BONDS 


Early last summer, the banks em- 
barked on the sale of Defense Bonds. 
To date, we have made 10,000 indi- 
vidual sales aggregating in excess of 
$5,300,000. At the risk of telling you 
something you already know, I would 
like to give you some idea of what De- 
fense Bonds are. Series E returns 2.9 
per cent. per year if held to maturity 
in 10 years and a person can buy 
$5,000 in maturity value in any one 
year. Series F can be purchased up to 
$50,000 in one year and returns 2.5 
per cent. if held to maturity in 12 
years. These bonds as well as Series C 
can be held by a corporation. Series G 
is similar to F, but interest is paid 
semi-annually. If held to maturity, 
they return 2.5 per cent. but the return 
is lesser if redeemed prior to maturity. 

In addition to the foregoing bonds, 
two series of tax savings bonds are 
sold. These are redeemable for pay- 
ment of next year’s income taxes. Series 
A, limited in amount to $1200, returns 
1.92 per cent. per annum while Series 


B is unlimited in amount and returns 
0.48 per cent. per annum. 

Many companies are distributing 
savings bonds in connection with 
bonus plans as they are not only ex- 
tremely attractive as savings, but will 
help combat the inflationery effect of 
bonuses and wage increases. 


REGULATIONS CONTROLLING 
CONSUMER CREDIT 


Commencing September 1, banks be- 
came subject to regulations controlling 
consumer credit, one purpose among 
several being to facilitate the transfer 
of productive resources to defense in- 
dustries. These regulations are about 
the same as those adopted by banks 
voluntarily earlier in the year in a 
movement to curb certain abuses of in- 
stallment financing, so they should not 
create much additional work. 

These regulations limit the maxi- 
mum maturity of installment purchases 
to 18 months and prescribe minimum 
loan payments ranging from 10 per 
cent. in cases of pianos and household 
furniture, to 331% per cent. in case of 
automobiles. One interesting feature 
of the regulations is that the trade-in 
allowance (excepting automobiles) 
does not constitute a part of the down 
payment but merely reduces the basic 
price of the article purchased. 

CHAIRMAN MiILLs: Are there any 
questions you would like to ask Mr. 
Jones ? 

Mr. WALLING: If we have a divi- 
dend payable to a Japanese national 
would the bank automatically block it ? 

Mr. JoNEs: Yes. If your company 
has a stockholder who is a national 
and whose dividends are payable to 
that stockholder care of a bank in the 
United States, those funds are blocked. 

Mr. BENSON: Are any South Ameri- 
can countries affected ? 

Mr. JONEs: They are not affected by 
the block but all transactions must be 
reported to the Federal Government. 

Mr. BENSON: The President put 
certain business firms in South America 
and Latin America on the black list. 
How do you find out who is on that 
list—is it up to each individual com- 
pany to find out? 

Mr. JongEs: Yes, I believe it is up to 
each company. The Government has 

(Please turn to page 476) 
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Philadelphia Control Welcomes the New 
President of ‘Temple University 


At their meeting on October 9, the 
members of the Philadelphia Control 
had the privilege and honor of wel- 
coming Robert Livingston Johnson to 
his new post as President of Temple 
University. 

In his greetings to the members and 
guests, the President of the Control, 
Mr. Thomas L. Evans, an intimate 
friend of Mr. Johnson, said: 

“The Philadelphia Control of the 
Controllers Institute of America, of 
which body I have the honor to be 
President, has been moved to organize 
and to sponsor this testimonial to a 
great leader and an outstanding execu- 
tive by three major purposes. First, as 
members of an organization whose 
qualifications for admission require evi- 
dence of leadership, we are ourselves, 
individually and collectively, keenly 
aware of and interested in the personal 
progress and the achievements of all 
those outstanding leaders whose rec- 
ords of accomplishment have earned 
for them places of honor and public ac- 
claim. Second, as men sharing in large 
measure the heavy responsibilities of 
the financial and accounting phases of 
management in the corporate busi- 
nesses which it is our good fortune 
and pleasure to serve, we are individ- 
ually and as a body deeply interested 
in, and as citizens, in no small measure 
responsible for, the careful and enlight- 
ened management, and sound progress 
of all of our public institutions. Third, 
because we are conscious of our respon- 
sibilities in the broadest and most com- 
prehensive sense, we conceive it to be a 
part of our duty, as well as of our priv- 
ileges, not only to have a part in the 
training and education of young men 
who will one day succeed to our sta- 
tions in every-day life, but also to 
share from time to time, after the man- 
ner of public tributes to which we are 
accustomed, in honoring those whom 
fortune has decreed to guide and direct 
the youth who will inevitably be the 


By George R. Rankin 


Controllers and the business men of 
tomorrow. 


ROBERT LIVINGSTON JOHNSON 


“Mr. Johnson, affectionately known 
to his host of friends as ‘Bob,’ has an 
enviable reputation both for business 
acumen and unswerving loyalty to his 
friends. Few men fortunate enough to 
attain his prominence in business pos- 
sess the qualities of impulsive humani- 
tarianism which have endeared him to 
all who know him. He is essentially 
dynamic and inevitably inspiring to his 
associates. 

“He is a native of New York City, a 
member of the Class of 1918 at Yale, 
and one of the founders of the Yale 
Battery in 1917. He served as a Lieu- 
tenant in the United States Army in 
the World War. He was a founder of 
Time Magazine, Inc., and its Vice- 
President from 1932 to 1937. In 1937 
he visited Scandinavia to study co- 
operative business methods. He is Pres- 
ident of R. C. Johnson, Inc., Manage- 
ment Consultants, President and Pub- 
lisher of R. L. Johnson Magazine, Inc., 
and Director of several other publish- 
ing companies. 

“Some of his public service interests 
are: Boys’ Club of New York, National 
Civil Service Reform League, Interna- 
tional Y.M.C.A. and Welfare Council 
of New York City. During the year 
1935 he served as Relief Administrator 
of the Commonwealth of Pennsylvania. 
He is a star performer on Lowell 
Thomas’ soft ball team.” 

The guest speaker was 


Dr. WILLIAM MATHER LEWIS 


Dr. Lewis, President of Lafayette 
College, is one of the outstanding edu- 
cators of our time. He holds the de- 
grees of Bachelor of Arts and Master 
of Arts, and has had the honor of hav- 
ing the degree of Doctor of Law con- 
ferred upon him fourteen times, two 
of which are from Philadelphia uni- 
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versities,—the University of Pennsyl- 
vania and Temple University. He is 
also a Doctor of Humane Letters. 

After graduating from Lake Forest 
College, in Lake Forest, Ill., he was 
from 1900 to 1913, Head Master of 
the Lake Forest Academy. From 1915 
to 1917 he was Mayor of Lake Forest, 
and from 1919 to 1921 was Director 
of Savings Division of the United 
States Treasury. From 1921 to 1923 he 
was Chief of the Educational Service 
of the U. S. Chamber of Commerce, 
and from 1923 to 1927 was President 
of George Washington University. 
Since 1927 he has been President of 
Lafayette College. He has been awarded 
the Chevalier Legion of Honor by the 
French Government, and is Director 
of the Selective Service Draft for the 
Commonwealth of Pennsylvania. 

Dr. Lewis, speaking on the subject 
of “Higher Education in the Crisis” 
stated that he favored deferring college 
students who are subject to the Selec- 
tive Service Draft only if they are out- 
standing students and are doing a good 
job in a subject that will make them 
more valuable citizens if they com- 
plete their college course. He said “I 
am not in favor of deferring the col- 
lege ‘play boy’ who would probably 
learn more in the Army.” 

He also took occasion to point out 
to Mr. Johnson the trials and tribula- 
tions of a university president. In clos- 
ing, he paraphrased Abraham Lincoln's 
well-known maxim by saying “A uni- 
versity president can satisfy some of his 
faculty all of the time, his student body 
part of the time, but his Alumni— 
never!” 

The Control was fortunate in having 
as its special guest 


LOWELL THOMAS 


who gave his regular news broadcast 
over the N.B.C. Network from the 
speakers’ table. 

(Please turn to page 481) 
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a Highlights and Sidelights of! 








MR. JOHN A. DONALDSON, 
President-elect, accepting office: 

“This coming year is the beginning 
of a new decade in the history of The 
Institute. Solid foundations have been 
laid carefully for the continued healthy 
growth of this organization. Its future 
never looked more promising than it 
does today. Yet, it should be remem- 
bered that the accomplishments of the 
past ten years will result in demands 
from many sources for much greater 
achievements in the years ahead. This 
is as it should be. We should accept 
such increased demands as a challenge 
to the potential strength and usefulness 
of this organization. 

“Let us remember that while 1942 
is bound to have many problems, it will 
be equally full of opportunities for 
The Institute. This is the kind of a 
situation that should be welcomed by 
this group of men. We can welcome it 
because we have every reason to look 
forward into the coming year with 
equanimity and with confidence that, 
as a working organization, we will 
solve the problems and capitalize on 
the opportunities that the future holds 
in store for us.” 


THE DINNER, with nearly 500 in 
attendance, should have been served in 
the Grand Ball Room, but it could not 
be managed by the hotel (Waldorf- 
Astoria) at the last moment. Reserva- 
tions kept flowing in right up to the 
time dinner was served. And the in- 
terest shown was justified by the ex- 
cellent program of speaking which 
marked this occasion. 


ALL CONTROLS of The Institute 
were represented. California sent seven 
men, Messrs. A. L. Bennett, John G. 
Larson and Edward V. Mills of San- 
Francisco, and Wesley Cunningham, 
Rodney S. Durkee, H. E. Ludwick and 
Dwight A. Moore of Los Angeles. 
From Houston came Mr. N. V. Truly 
and Mr. Thomas J. Reilly. 

Mr. Robert R. Pattillo, who has 


missed but one of ten annual meetings, 
came from Atlanta, Georgia. Kansas 
City was represented by Leroy John 
and James A. Laws, Jr. Fifteen men 
came from “‘at large’’ territories, out- 
side the limits of any Control. This 
was the first annual meeting at which 
every Control was represented. Total 
attendance slightly exceeded 900. 


DANIEL J. HENNESSY’S admir- 
able handling, as chairman, of the ob- 
servance of the Tenth Anniversary of 
the founding of The Controllers In- 
stitute of America. One thought: 


“The production of our economy no 
longer can be measured only by the 
profit dollar. In the future, service to 
society as a whole will be as important. 
That’s a big job, but when such prin- 
ciples and ethics of business conduct 
have been fully realized and accom- 
plished, it is my belief that the profes- 
sion of controllership will have arrived, 
and the mantel of real recognition will 
gracefully drape itself around its shoul- 
ders as a learned profession. It will 
have attained the position of impor- 
tance in the social and economic world 
which it so richly deserves.” 


DR. EMERSON P. SCHMIDT: 
“The historic function of private enter- 
prise has been the bringing together of 
capital and labor into productive enter- 
prise for the development of old and 
new products. Unless private enterprise 
solves the unemployment problem, the 
Government will take over. The Amer- 
ican public will never again tolerate 
mass unemployment. 

‘For these reasons it is incumbent 
upon people in responsible positions to 
exploit every device which may im- 
prove the underlying economic condi- 
tions which determine the drift of mass 
thought. A new device whose security- 
creating power is now being explored 
in America is experience rating in un- 
employment compensation laws. In 
most of the states employers, instead of 


paying a uniform payroll tax to finance 
unemployment compensation benefits, 
may qualify for reduced taxes if they 
regularize their employment—hence 
experience rating. The tax rates in 
some states run from a minimum of 
zero for stabilized companies to a max- 
imum of 4 per cent. on the payroll 
with considerable variations of minima 
and maxima in the several states. Stable 
employment earns the low rate; un- 
stable employment is penalized with 
the higher rates.” 


MR. GEORGE O. MAY: “Experi- 
ence in the last war showed that facili- 
ties created in such an emergency 
often prove to be not merely valueless 
but a burden when the emergency has 
passed. Many assets not subject to the 
amortization provisions of the tax law 
may wisely be written off more rapidly 
than by the straight-line depreciation 
method. And as prices rise, it will be 
prudent to recognize the illusory char- 
acter of profits derived from turning 
over commodities at higher nominal 
prices, expressed in terms of a depre- 
ciating currency. The establishment of 
reserves in anticipation of the after ef- 
fects of the present happenings, through 
charges against current profits, is in 
my judgment highly desirable.” 


MR. D. R. ANDERSON, speaking 
on ‘Controllers’ Manuals of Instruc- 
tion”: “The only conclusion that I can 
draw from our experience is the same 
as that arrived at in the report of the 
Committee on Technical Information 
and Research, that is, that there is no 
one definite and all-inclusive answer 
to the problem but that each controller 
must decide for himself how much 
effort and expense is justified for the 
development and maintenance of man- 
uals in his particular situation. I feel 
personally, however, that a set of state- 
ments on important points of account- 
ing policy and procedure, of the type 
issued by our central office, is a de- 
sirable minimum in almost any situa- 
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tion. At least, I know that we would 
have difficulty in maintaining consist- 
ent accounting practices if we did not 
have these definite statements to turn 
to.” 


MR. RODNEY S. DURKEE: Re- 
cent years have become increasingly 
difficult and of course I can repeat what 
has been said today and what will be 
said again and again during the course 
of this meeting—we are really in difh- 
cult times and we are facing troubles 
ahead. When we started this Institute 
with the small group to which refer- 
ence has been made, we did under Ar- 
thur Tucker’s guidance and direction, 
lay down a foundation which I think 
we have done well in following. 

Frankly, some of our conservatism 
in the early days was due to our finan- 
cial restrictions. Of late years there 
have been, on occasion, sporadic sug- 
gestions from some of the members 
that The Institute adopt a more aggres- 
sive attitude toward this thing or that, 
take a little further part in national 
affairs, always of course saying “with- 
out getting into politics,” and that we 
do this or that to bring The Institute 
to the attention of the world. 

“I am not going to try to detail to 
you the individual conservative polli- 
cies of The Institute. You all know 
them as well as I do. I think that we 
have kept on the right track; that as 
we grow more powerful and receive 
more recognition we can logically take 
other steps with the word of authority 
behind us so that we will be received 
in a way which could not have been 
done in the years past. 

“At the risk of repetition, I will say 
what others have said and what those 
who follow me will probably say. We 
have a strong organization here. All 
we have to do is keep our feet on the 
ground, follow these conservative pol- 
icies—conservative, yet progressive pol- 
icies—and The Institute will have what 
I wish for, a long and successful fu- 
ture.” 


MR. OSCAR N. LINDAHL: “The 
functioning of a controller such as is 
outlined under the qualifications for 
membership in The Institute, is of such 
great importance that the management, 
directors, stockholders, stock exchange, 
bankers, the public at large and the 
Government, through its voluminous 
agencies, become more or less depend- 
ent upon and look upon the controller 
as a balance wheel and a source of un- 
prejudiced and uncolored information. 

“Not only that, but the controller is, 
in a very broad sense, the representative 
of the stockholders. The Institute, re- 
flecting the membership now of more 
than 1,600 controllers operating in 
many different kinds of businesses, be- 
comes a clearing house and a place for 
the exchange of thought and experi- 
ence which makes it an instrument for 
a most orderly and better advised man- 
agement. 

“The Institute in the ten years so 
successfully passed has proved its 
worth and has repaid to the founders, 
organizers, and to business men in gen- 
eral everything that was expected of it 
and considerably more. My hope for its 
future is that it may continue to be 
wisely and courageously managed and 
that every problem may be met un- 
flinchingly and resolved wisely. 

“It is my sincere belief that this In- 
stitute will continue constantly to raise 
its standards and eventually rise to the 
acme of perfection.” 


MR. JOHN A. DONALDSON: 
“During the last six or seven weeks’ 
time, I have gone back and studied the 
history of this organization to a degree 
that I never have done before. I could 
not help but be most impressed by the 
fact that the principles that were dis- 
cussed in the formative meetings of 
the organization, eight to ten years 
back, are just as good, basic and funda- 
mental today as they were at that time. 
As a matter of fact, there are two or 
three statements that were made by 
men eight or ten years ago in those pre- 


luminary meetings, just prior to the 
formation of The Institute, that are 
just as apt and just as applicable to 
the conditions that exist today as they 
were at that time, and they certainly 
indicate a type of thinking and for- 
ward-looking ability, in the men who 
were the nucleus of this organization, 
which were responsible for its success. 


MR. VERL L. ELLIOTT: “I was 
told this morning at breakfast by a 
Pittsburgher that I would be expected 
to move to Pittsburgh after my term of 
office, as that seems to be the retiring 
place for all ex-Presidents! I might do 
that because Philadelphia has a very 
stiff city income tax. 

“The typical controller is bearing a 
tremendous burden under the defense 
program. He is usually the clearing 
house for all government question- 
naires, and they have come in by the 
dozen, by mail, telegram and phone. 

“We have spent years organizing 
and improving the work and systems 
in our companies. Of course we han- 
dle them with ease and efficiency in 
normal times. Now the controller is 
working overtime trying to cooperate 
with the Government in furnishing all 
kinds of figures on the past, present, 
and future regarding supply and de- 
mand of the product of his company. 
His work is better organized than ever 
and he is doing his part in the defense 
program in an inconspicuous manner.” 


HONORABLE JOSEPH D. Mc- 
GOLDRICK: “This is really a very 
sober time, as we are engaged in a 
great effort to reorganize our produc- 
tion to provide for national defense, 
and that will present many problems 
to all of you here. It will present 
problems to those of us who have the 
responsibilities of municipal govern- 
ment during this period, and the even 
more difficult period that we may look 
forward to.” 
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INSTITUTE HEADED FOR 
EVEN GREATER HEIGHTS 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I have been intending ever since I re- 
turned from the Tenth Annual Meeting to 
write you and compliment you on the very 
fine program which you and your associates 
arranged. 

I take this opportunity, even though be- 
lated, to tell you now what I should have 
wished to tell you personally. All the meet- 
ings were exceptionally good and I am sure 
that our organization will rise to even 
greater heights within the next decade than 
it has in the past one. 

JoHN C. NAYLOR 
Pet Milk Company 


EXCELLENT PROGRAM 

To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

Having been able to attend a number of 
the sessions of the annual meeting of The 
Institute this week, I am writing to state 
that The Institute is to be congratulated for 
its excellent program. Two of the mem- 
bers of my organization also found them 
of interest and value. 

K. J. RALPH 
New Jersey Bell Telephone Company 


VERY CONSTRUCTIVE 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 
This letter is a belated message congratu- 
lating you and the rest of the organization 
upon the fine annual meeting this year. I 


enjoyed attending it very much and feel that 
it was very constructive. 

May I also express to you personally my 
appreciation of the assistance rendered by 
your Office in securing for me a copy of 
Dr. Wriston’s address at the Convention. I 
have had numerous favorable comments 
from the persons who heard him and also 
from those who read the speech. 


C. B. LUNSFORD 
The Equitable Life Assurance Society 
of the United States 


WELL NIGH PERFECT 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I must say that the arrangements for han- 
dling the tenth annual convention were well 
nigh perfect and the subjects selected for 
discussion were very interesting. A swell 
job is being done on the monthly magazine. 
It is hoped that I will be able to find time 
to attend some of the meetings of the New 
York Control. 

JOHN J. MULCAHY 
The Port of New York Authority 


FINEST CONVENTION EVER 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I certainly want to add my congratula- 
tions to the many you have undoubtedly 
received for the program and for the man- 
ner in which the convention of the Con- 
trollers Institute was conducted. I was able 
to attend the entire convention and I have 
no doubt that it was the finest one we have 
ever had. I personally gained considerable 
from it. 

VINCENT C. Ross 
Prentice-Hall, Inc. 





national office. 


39 feet. 





Thirty-nine Feet of Publicity 
Given Institute's Meeting 


The press of the nation took cognizance of the Tenth Anni- 
versary Meeting of the Controllers Institute of America in lavish 
style, according to press clippings that have poured into the 


Eighty-seven clippings from 55 papers with a combined cir- 
culation of 10,787,731 have been received by The Institute. 
Laid end-to-end, the clippings would measure 468 inches, or 


In the average large metropolitan newspaper, containing 
pages of eight 21-inch columns, The Institute’s convention pub- 
licity would take up two and three quarters pages. 








“TREMENDOUS SUCCESS... 
A MONUMENT” 
To Mr. Arthur R. Tucker 
Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I must say that I was most agreeably 
surprised at the very large attendance at 
our meeting on Wage and Hour problems. 
I was glad to be even a small participant in 
such a successful enterprise. 

This, of course, was only a very small 
part in a very wonderful program and | 
wish to congratulate you most fully upon 
the tremendous success you made of our 
Tenth Anniversary. I do not know of any 
other body of men who are more capable 
or better trained in the knowledge of how 
business affairs should be conducted, and 
the continuous and warm approval they 
give of the manner in which you conduct 
the affairs of The Institute should be a mat- 
ter of great pride and gratification to you 
personally. 

The Institute is a monument to your in- 
terest and efforts and I feel sure that I 
speak for the entire membership in wishing 
you many more years in charge of The In- 
stitute’s affairs. I am very glad to be a 
member and you can always count upon me 
to be of such service as is possible from 
this distant outpost. 

I. D. DAwEs 

Virginia-Carolina Chemical Corporation 


PUTTING IT MILDLY 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

To say that I enjoyed thoroughly the 
Tenth Annual Meeting of The Institute 
would be putting it mildly, and you and 
all others concerned with preparing the 
program are to be congratulated. 

I was particularly interested in the ad- 
dress given by Mr. Bradford B. Smith Mon- 
day afternoon and the one by Mr. Douglas 
Miller at the annual dinner. I am wonder- 
ing if it would be possible to obtain copies 
of these two addresses at this time. 

F. CHARLES BROWN 
National Geographic Society 


THOROUGH ENJOYMENT 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I want to take this occasion to express 
my thorough enjoyment of the Tenth Anni- 
versary and to assure you that the papers 
presented were very interesting. 

N. V. TRULY 
Humble Pipe Line Company 
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CONGRATULATIONS TO 
MANAGING DIRECTOR 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 
The Tenth Anniversary Meeting was a 
big success. I think it fitting for each of 
the members to congratulate you on the suc- 
cess of the meeting, for anyone who is fa- 
miliar with the operation of The Institute 
knows that the success was largely attrib- 
utable to your dynamic effort and wise 
planning, as well as to the splendid work 
of the Committee members. 
L. F. JAEGER 
Colonial Optical Company 


DIGNIFIED PROGRAM 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I wish to take this opportunity to express 
my personal appreciation of the high calibre 
and dignified program which was put on in 
celebration of the Tenth Anniversary of the 
Controllers Institute. 

B. C. WILLcox 
The Grolier Society, Inc. 


MANAGING DIRECTOR HIGHLY 
ESTEEMED 
To Arthur R. Tucker 
CONTROLLERS INSTITUTE OF AMERICA: 


Please be assured that I am very grateful 
to you for the courtesies extended to me 
during The Institute’s meeting, and I am 
sorry it was not opportune to have had a 
more extended personal visit with you. 

It was indeed gratifying to me to observe 
that The Institute membership in general 
so highly esteem their Managing Director, 
and insofar as I am personally concerned I 
cannot conceive why they should feel other- 
wise. Certainly, you are to be congratulated 
on the splendid contributions made by you 
in behalf of The Institute and there is no 
question in my mind but what its remark- 
able progress reflects those contributions. 





days of the Annual Meeting. 


let during November. 





CONVENTION PAPERS AND ADDRESSES 


The principal papers and addresses presented during the 
Tenth Anniversary Meeting of The Controllers Institute of 
_ America will be published in the form of a booklet. 
| These papers and addresses are now being assembled and | 
edited; in fact, many of them have already been sent to the 
printer. It is expected that this booklet will make its appearance 
promptly so that members and others will be in a position to 
obtain the greatest benefits from the large volume of practical 
ideas and comments which were presented during the three 


An effort is being made to complete publication of this book- 








I am inclined to the opinion that the 
meeting was most worthwhile, and addi- 
tional to the informative value thereof, I 
highly evaluate the new acquaintances made 
at the meeting. 

RAYMOND E. BRENNAN 
Portland General Electric Company 


THE BEST CONVENTION EVER 
To Arthur R. Tucker 
CONTROLLERS INSTITUTE OF AMERICA: 

I just had to write to tell you I think 
the tenth annual convention was the best 
ever. The topics of discussion, the speak- 
ers, and discussion leaders all combined 
to review the status of many of the con- 
troller’s problems as they exist today. 

My heartiest congratulations to you and 
your staff. 

CHARLES L. BEEMER 


SOLID PROGRESS 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 


I wish to extend my belated congratula- 
tions on the completion of the Tenth Anni- 








ELEVENTH ANNUAL MEETING 


| The Eleventh Annual Meeting of The Controllers Institute 
_ of America will be held in Chicago in the early fall of 1942. 
This action was taken by the National Board of Directors of | 
The Institute in response to an urgent invitation which was pre- | 
| sented during the Tenth Anniversary Meeting by President 
E. W. Burbott and other members of the Chicago Control. 
The officers of the Chicago Control already have begun to 
plan their arrangements for the Eleventh Annual Meeting. An- 
nouncement will be made as soon as possible of the exact dates. 











versary of the founding of the Controllers 
Institute of America. I know that a great 
deal of the progress is due, in no small way, 
to your efforts. 

I have reviewed with interest THE Con- 
TROLLER for October, 1941, and it is my 
wish that the future will continue to show 
the same solid progress which the first ten 
years have shown. 


THoMas A. DUNBAR 
Boston Elevated Railway Company 


INSTITUTE'S ESTEEM 
To Managing Director 
CONTROLLERS INSTITUTE OF AMERICA: 

I am enclosing herewith my detailed 
membership application which I hope you 
will find executed to your satisfaction. 

I have a great deal of respect for the 
results you have achieved in securing full 
recognition of the importance of the office 
of controller. In the ten years since The 
Controllers Institute was founded it has 
risen to a place of outstanding esteem 
among accounting organizations in the 
country. 

JOHN B. THURSTON 
The North American Company 


OUTSTANDING GROUP OF MEN 

To Managing Director 

This was the first meeting of The Insti- 
tute which I had attended. I was very much 
impressed by the high quality of the pro- 
gram and the excellence of the speakers. 
Although it is not easy for me to attend 
meetings at such a distance, I assure you 
that the meeting was well worth the time 
and trouble. I came away with a clear con- 
ception of the objectives of The Institute 
and with a feeling that I am associated 
with an outstanding group of men. 


JAMES E. MCMULLEN 
Colorado Fuel and Iron Corporation 
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Defense Stamp Sales Up, 
Bonds Down 

A record sale of $4,978,000 of defense 
savings stamps was made in September, 
when the stamps were placed on sale 
generally, for the first time, in retail 
stores. The Treasury announced that the 
September sales were $500,000 more than 
in August. As in previous months, 25- 
cent stamps led in sales with 11,840,000 
stamps. 

Since the stamps were first placed on 
sale on May 1, sales through the end of 
September totaled 61,855,000, costing $18,- 
998,000. 

September showed a slight decline in 
the sale of defense savings bonds. 


Reich Default Complete 

Because of the freezing of all German 
funds in the United States, the semi-an- 
nual coupons on the German Government 
seven per cent. external dollar bonds, 
known as the Dawes Plan Loan, were not 
paid on October 15. The bonds were sold 
in this country in 1924 and are outstand- 
ing in the amount of about $60,000,000. 

The interest on these bonds, as well 
as on other German issues, has been paid 
only in part during the last seven years, 
and now, with the tie-up of German funds, 
the default is complete. So far as is 
known, the United States Treasury has 
not licensed withdrawals of German funds 
to pay German debts. 


Separate Checks Advised 
for Living Cost Rises 


The rising cost of living should be met 
by companies through the issuance of sup- 
plementary salary checks to employees 
rather than by straight salary increases, 
declared panel speakers at a meeting of 
the New York chapter of the National 
Office Management Association held Oc- 
tober 15. 

It was pointed out that this method of 
payment would forestall the salary cuts 
that eventually would be inevitable if 
basic salaries were increased at this time. 
Also, it was stated, the supplementary 
check method is more flexible, providing 
a means of typing earnings to fluctuations 
in living costs. 

One speaker said that his company is 
using a different color for the supple- 
mentary checks and is issuing them sep- 
arately. This, he pointed out, served as a 
reminder to the employee that his extra 
earnings were contingent upon changes in 
living costs and continued high profits, 


and that these earnings should not be 
depended upon to last forever. Such a pol- 
icy, he added, insured against the break- 
down of office morale that would accom- 
pany a lowering of basic salaries later on. 


Hitler Isn't Making Money in Russia 

For the first month since 1923, no ship- 
ments of United States currency came 
from Europe in September, the Federal 
Reserve Bank of New York revealed in 
its October report on exports and imports 
of currency and coin. The bank reported 
that receipts of United States currency 
from foreign countries in September 
amounted to $1,943,000, and that exports 
were $565,000. 

Canada accounted for most of the re- 
ceipts from abroad in the month, sending 
$1,173,000, most of which represented the 
return flow of bills left by tourists from 
this country in the Dominion. Of the 
balance, $545,000 came from Argentina 
and the rest from other Latin-American 
countries, 

In recent months small shipments of 
currency from Europe to the United 
States have come through Portugal. Sev- 
eral months ago fairly sizeable shipments 
of United States currency came from Ger- 
many. At the time the general belief in 
New York banking circles was that the 
shipments represented money seized by 
the Nazis in various invaded nations. It 
is pointed out that since the Nazi inva- 
sion of Russia no shipments of United 
States currency have come from Germany, 
unlike the circumstances that followed 
German invasion of other European coun- 
tries. 

Incomes Are Up and So Are Prices 

The Department of Commerce an- 
nounced, in mid-October, that the flow of 
income payments to individuals had con- 
tinued to expand in August, but at a 
diminished rate in comparison with re- 
cent months. After adjustment for sea- 
sonal influences, the department’s index 
of total income payments advanced to 
133.5 in August, compared with 132.6 for 
July and 131.0 for June. 

The increase in the adjusted index for 
August was the smallest recorded since 
March and this was due largely to the 
slight decline in manufacturing payrolls 
in both the durable and non-durable 
goods industries, in contrast with the 
sharp advances of previous months, 

Wholesale prices for the first week in 
October showed a general rise, due 
mainly to the increased tax on alcohol, 
coupled with sharp increases in prices for 


foodstuffs and some farm products, ac- 
cording to the Bureau of Labor Statistics. 

The bureau’s index, based on the 1926 
average, was 91.6 for the week ended on 
October 4, compared with 91.2 on Sep- 
tember 27, 91.5 on September 20 and 
77.8 on October 5, 1940. 


Project Priority and The Fire Hazard 

In the October 3 issue of “Shop News,” 
the Heywood-Wakefield house organ, 
President Richard N. Greenwood ad- 
dressed the following message to employ- 
ees: 

“In previous issues of ‘Shop News’ the 
need for cleanliness and good housekeep- 
ing has been stressed, both that working 
conditions might be more pleasant and 
to minimize the possibility of fire. 

“Under existing conditions it seems ad- 
visable to again bring this matter to the 
attention of all, for a serious fire today 
would be even more of a catastrophe than 
during normal times. 

“To erect additions to plants or to re- 
place buildings or equipment that may 
have been damaged by fire or other causes, 
a manufacturer must now secure what is 
known as a Project Priority. Otherwise 
he will find it practically impossible to 
secure the materials and equipment 
needed. In obtaining such a priority it is 
natural that many delays would be en- 
countered—and in our case, since we are 
at present doing relatively little strictly 
defense work, it is quite conceivable that 
we would be unable to get a priority at 
all, or at best one that had such a low 
rating that it would not do us much good. 
We might well, therefore, be faced with 
a situation where we would have to post- 
pone replacing damaged facilities until 
after the war, which would be a serious 
matter from the standpoint of the com- 
pany and even more so from that of our 
many employees. 

“Please bear in mind the facts outlined 
above and do everything you can to mini- 
mize possible hazards. If you notice con- 
ditions that in your opinion might lead 
to trouble of this character, it would be 
appreciated if you would call them to 
the attention of your foreman or the un- 
dersigned.” 


SEC Announces New 
Registration Form 
The Securities and Exchange Commis- 
sion announced further simplification of 
registration procedure to eliminate dupli- 
cations and non-essential requirements on 
October 16, with the publication of a new 
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form for registration under the Securities 
Act of 1933 by commercial and industrial 
companies. 

The form, known as Form S-2, is de- 
signed primarily for securities of small 
companies, although it may be used by 
larger companies for registration of equity 
securities and for limited amounts of 
funded debt. Like Form S-3 (mining cor- 
porations) recently published, Form S-2 
is for companies having no active subsid- 
iaries and no record of important suc- 
cessions or insolvency proceedings within 
the last three years. It extends to addi- 
tional classes of registrants the privilege 
of filing the prospectus as the basic part 
of the registration statement. 


Factory Building Booms 
Plans for 203 industrial buildings in the 
State of New York outside of New York 
City were filed in September, setting a rec- 
ord for that month, the Labor Department 
has announced. The anticipated total cost 
of $3,774,475 was the second highest for 
September in 18 years. 
New defense factories accounted for 
two-thirds of the planned total. 


Socialism Through the 
Back Door 

Two books that have been received re- 
cently at the national office of The Institute, 
and which may interest its members are 
“Jefferson, The Forgotten Man” and “Smoke 
Screen,” both by Samuel B. Pettengill, pub- 
lished by America’s Future, Inc., 205 East 
42nd Street, New York City, and distributed 
by the National Committee to Uphold Con- 
stitutional Government, also of 205 East 
42nd Street. 

“Smoke Screen,’ states Mr. Pettengill, 
was written to demonstrate that socialism is 
creeping into America through the back 
door. The “smoke screen” Mr. Pettengill 
refers to is the ‘“unguaranteed political 
promise of the more abundant life which 
our great age is capable of producing.” 

“Jefferson, the Forgotten Man’ deals 
with the recent actions of government as 
contrasted with the principles outlined by 
Jefferson and embodied in The Constitu- 
tion of the United States. 


Harvard Expert Would Cut Nondefense 
Expenditures 

Dr. Melvin T. Copeland, Professor of 
Marketing at the WHarvard Graduate 
School of Business Administration, told 
the Boston Conference on Distribution re- 
cently that solution of the war-time price 
problem will not be found in government 
edicts or direct regulation of prices, but 
by measures which deal with economic 
causes. 


These causes he listed as diversion of 
production to noncommercial channels, 
higher wages which create lavish spend- 
ing, and shortages of key materials. There 
are some retarding elements at work, he 
added, but factors working toward an up- 
swing are so powerful that far stronger 
checks are needed. The checks he recom- 
mended are a curb on government non- 
defense spending and the siphoning off of 
excess purchasing power by a set of ex- 
cise taxes applied to most commodities, 
except food, fuel, and cheaper wearing 
apparel. 

Current Reading 

THE JOURNAL OF ACCOUNTANCY 
for October: “The Cost Approach to In- 
ventories,” by William A. Paton, an out- 
line of the inventory problem from a cost 
standpoint with particular attention paid 
to a most controversial phase; “A Foun- 
dation for Accounting Principles,” by 
E. B. Wilcox and R. H. Hassler, an analy- 
sis of four secondary accounting princi- 
ples against the fundamental one—useful- 
ness; and “Progress in Accounting,” by 
William W. Werntz, a review of recent 
progress in the development of accounting 
principles, financial statement presenta- 
tion, auditing procedure, and standards 
of professional conduct. 

JOURNAL OF THE AMERICAN 
STATISTICAL ASSOCIATION for Sep- 
tember: “Federal Reserve Bank of New 
York Indexes of Production and Trade,” 
by Norris O. Johnson; ‘Employment and 
Income Statistics,’ by A. Ross Eckler. 


Taxes Cut Rubber Output 

Despite the large defense needs of 
Great Britain and the United States for 
rubber, one of the large Malayan rubber 
estates is producing at only part speed 
because of the heavy British rubber taxes, 
it was revealed in October by the report 
of the chairman of the Sungei Tameh 
Company, Malaya. 

Sungei Tameh has been producing its 
quota from only two of its three estates. 
The third estate has been rested, and 
would now be tapped, but the company 
cannot afford to take this usual action be- 
cause, first, its whole extra profit would 
go for taxation and the company’s excess 
profits tax standard revenue would have 
to bear extra depreciation and other costs 
without any contribution from the profits 
of tapping. Secondly, the capital expendi- 
ture necessary to permit the tapping could 
only be provided from the company’s 
standard revenue, thus reducing dividends. 


Stylist 

An article entitled ‘““Munsingwear, Inc.,” 
appearing in the September issue of TEX- 
TILE AGE, describes the work of Ernest 
L. Olrich, member and former Director 
of the Controllers Institute of America, in 
the pioneering drive of Munsingwear, Inc. 
to combine mass production and style in 
the undergarment field. 

Mr. Olrich is President of Munsingwear, 
Inc., having come there from Marshall 
Field & Co., Chicago, where he was sec- 
retary, controller, and operating manager 
of the retail store. Says the article: 

“As the years progressed, houses and 
offices were better heated. Heated closed 
cars became practicable, popular. Ath- 
letics were advocated as an essential of 
everyday life. Mid-Victorianism was fad- 
ing into the modern conception of beauty 
—the modern demand for functionalism. 
Heavyweight underwear built for warmth 
gradually gave way to lighter and daintier 
underthings. 

“And Munsingwear accepted the chal- 
lenge! It was necessarily slow at first. 
Only in the last four years, during the 
presidency of Ernest L. Olrich, has it 
gone into high gear.” 


New England Business Steady At High Level 

After rising for 14 months business ac- 
tivity in New England declined 2.7 per 
cent. in August as compared with July, it 
was announced in October by the New 
England Council. 

Early in October, the level of business 
activity seemed to have been stabilized at 
a point about 40 per cent. higher than 
that of June 1940, when the defense pro- 
gram got under way. Factors contrib- 
uting to that 40 per cent. average increase 
are gains of 81 per cent. in wool con- 
sumption; 73 per cent. in metal tonnage 
receipts; 73 per cent. in shoe production; 
48 per cent. in cotton spindle hours op- 
erated; 37 per cent. in industrial employ- 
ment; 32 per cent. in electric power pro- 
duction; and 17 per cent. in merchandise 
and miscellaneous carloadings. 


Security Board’s Annual Report 

The annual report of the Social Se- 
curity Board for the fiscal year ended 
June 30, 1940, as submitted to Con- 
gress, is for sale by the Superintendent 
of Documents, United States Govern- 
ment Printing Office, Washington, 
D. C., price 30 cents. 
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Arms Plant Producing 
‘Too Fast’ Says Government 


Forgetting for the moment its shouts at 
other manufacturers to speed up produc- 
tion, the U. S. government turned in Oc- 
tober to the Bossert Company, Inc., of 
Utica, N. Y., and told that concern it was 
working too fast. 

The government ordered Bossert to cur- 
tail its output of 1,000,000 cases for 
75mm cartridges because it is “shipping 
them too fast.” 

Gilbert Butler, vice-president and gen- 
eral manager of the plant, said that it had 
been operating on two ten-hour shifts, 
but now would cut to one shift of eight 
hours. 

The government, he explained, reported 
that it was receiving the cartridge cases 
faster than they could be used and that 
it also desired to curtail the use of brass. 


Borton Addresses Bankers 


Mr. Cecil W. Borton, President of the 
New York City Control, was the prin- 
cipal speaker October 21 at the Capital 
District Conference of the National As- 
sociation of Bank Auditors and Comptrol- 
lers. 


Reich Coal and Iron 
Costs Rising 


According to the annual report of the 
Klockner mining and steel concern of 
Germany, made in October, the costs of 
coal and iron production are rising. This 
is attributed by Klockner to the higher 
cost of labor as a result of the employ- 
ment of less efficient miners and to the 
growing use of iron ore with a lower 
mineral content. 


Eliminating “Surplus” 


The committee on terminology of the 
American Institute of Accountants has is- 
sued a report suggesting that general 
abandonment of the use of the term “sur- 
plus” would be a major step toward mak- 
ing the proprietorship section of the bal- 
ance sheet more significant. “It would 
lead,” the committee states, “to the sub- 
stitution of really descriptive titles for 
uninformative classifications.” 

Says the report: “The term ‘net worth,’ 
once widely employed, is fading from 
use as the fact becomes more generally 
recognized that a balance-sheet does not 
purport to reflect and could not usefully 
reflect the value of the enterprise or of 
equity interests therein. The word ‘sur- 
plus’ might well follow it into disuse.” 


Reliance of Bank Management on Auditor 
and Controller 


An article entitled ‘Bank Management's 
Reliance on the Auditor and Comptrol- 
ler,” by Leslie K. Curry, appearing in the 
October 1941 issue of “National Audit- 
gram, says, of the difference in functions 
of the bank auditor and controller: 

“The comptroller has certain creative 
and executive functions to perform along 
with his duties of authority over book- 
keeping and accounting, whereas the audi- 
tor has only to review and control the 
acts of others and to know that they are 
performed and recorded in accordance with 
the fixed policy of the bank—he does no 
original entry bookkeeping or accounting, 
and has no operating or executive respon- 
sibilities. Now while the two positions 
are distinct and separate and cannot be 
mixed consistently, it must be apparent 
to all that the comptroller can perfom 
every duty of an auditor, although an 
auditor cannot be permitted to perform 
every duty of a comptroller. ... . 

“It is only necessary to look back a few 
years to realize that along with the gen- 
eral improvement in bank auditing and 
accounting has come a like improvement 
in the official status of the bank auditor 
and comptroller. Whereas the duties 
previously consisted of checking up past 
performances, of picking up the loose 
ends, and of reporting results, they are 
now and have for years been invading 
the field of analytical and interpretive 
accounting, thus placing themselves in 
the position of close advisers to those 
officials charged with the responsibility 
of management. ... . 

“|... I referred to bank auditors and 
comptrollers as professional men. There 
was a time when it was generally held 
that there were only three callings en- 
titled to that distinction—medicine, law, 
and theology. In more recent years this 
narrow conception has gone by the board, 
and today those who are engaged in oc- 
cupations which require training, skill, 
expertness, and finish are recognized as 
professional. I leave it to anyone if audi- 
tors and comptrollers are not fully quali- 
fied.” 


Interpretations of New Tax Law 


Commissioner of Internal Revenue Guy 
T. Helvering announced early in October 
that caution must be exercised in follow- 
ing or applying unofficial interpretations 
of the new tax law. 

As an illustration, Commissioner Hel- 


vering referred to a published statement 
to the effect that manufacturers are pro- 
hibited from quoting the tax separately, 
although they may add the tax as an ele- 
ment of cost and thereby raise their prices. 
This statement is not correct. 

The law does not prohibit a manufac- 
turer from quoting the tax as a separate 
charge. When the tax is passed on, the 
manufacturer, at his option, may bill the 
amount of the tax as a separate item or 
include such amount in the sale price of 
the article. 

The law provides a penalty for false 
statements to purchasers regarding the 
tax. Thus, a person making a statement, 
whether written or oral, that any part of 
the sale price of an article consists of a 
tax imposed by the Federal Government, 
and knowing that such statement is false 
or that the tax is not as great as the por- 
tion of the sale price ascribed to the tax, 
may be subjected upon conviction to a fine 
of not more than $1,000, or to imprison- 
ment for not more than one year, or to 
both. 

Only 10,939 New Corporations in New York 
State This Year! 


The formation of 968 new stock cor- 
porations in September brought the nine- 
months total for New York State to 10,- 
939, as compared with 12,434 for the 
corresponding period of 1940—a decrease 
of 1,495. 

Of the September corporations 394 had 
a total capitalization of $8,358,440, 
against the 1940 aggregate of $8,810,845, 
while the remaining 571 elected to issue 
stock without par value. 

In September 270 real estate concerns 
were incorporated, a slight increase over 
the 246 in September, 1940. New gar- 
ment-making charters numbered 69, as 
against 91 a year previously. Seventy-six 
hotel and restaurant companies were 
formed. 


Technical Valuation Society 


Controllers who have a deal of ap- 
praisal work may be interested in the 
Technical Valuation Society, Inc., a two- 
year-old group located at 33 West 39th 
Street, New York City. 

Mr. Lyle H. Olson, a member of the 
Controllers Institute, contributes an arti- 
cle to the society’s monthly publication, 
“Technical Valuation” for October. Under 
the title of “Evolution of Appraisal,” 
Mr. Olson, Vice-President of the Ameri- 
can Appraisal Company, discusses the his- 
tory and future of appraising and its place 
in the industrial economy. 
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Germany's Leon Henderson Sees No 
Inflation Here 

Dr. Julius Hirsch, economist and for- 
mer price control administrator in Ger- 
many during the latter part of the first 
World War, asserted that no runaway 
inflation is at hand or is likely to occur 
in this country, an address delivered Oc- 
tober 7 before the Boston Conference on 
Distribution. 

The American government, he said, has 
all the means whereby the warring coun- 
tries up to now have avoided real infla- 
tion under much more serious difficulties 
and, in addition, the largest gold supply 
that ever existed in history. 

“The sole danger that anything similar 
to the popular idea of real inflation might 
develop lies in the strange propaganda 
initiated by various officials—the inflation 
fear propaganda,” Dr. Hirsch declared. 
“This propaganda, and not any of the 
facts, could at last shake the confidence 
and the trust of the population in the 
national currency.” 


AMA Production Conference 

Analysis of production problems will 
highlight the Production Conference of 
the American Management Association, to 
be held November 19 and 20 in Hotel 
William Penn, Pittsburgh. 

Included in the list of topics for dis- 
cussion are: “Getting the Most Out of 
Automatic Priority Extension,” ‘Problems 
Created by Insufficient Supervision,” 
“Maintaining Close Cooperation Between 
Shifts,” “Night Shift Control Problems,” 
“Freeing Supervisors from Training Re- 
sponsibilities,” “Conference Study Method 
of Training Foremen,” “Maintaining Rec- 
ords to Guarantee Priorities Promises,” 
“Solving Inventory Control Problems to 
Insure Continuity of Production,” “Fitting 
Delivery Promises to Suppliers’ Probable 
Performances,” ‘Making Supplies Priori- 
ties Work through Cooperation with 
Mill Supply Distributors and Manufac- 
turers,” “Securing Priorities for Essential 
Materials,” and “An Analysis of Where 
Shortages Will Most Probably Occur.” 


Columbia Holds Third Accounting Institute 

Columbia University announces its 
Third Accounting Institute, to be held Oc- 
tober 30 and 31 in the Horace Mann Audi- 
torium, Broadway at 120th Street, New 
York City. In connection with the In- 
stitute, there will be an exhibit of account- 
ing books and manuscripts from the Rob- 
ert H. Montgomery collection. 


Institute's Counsel Made 
Editor of Tax Service 


Mr. Harold Dudley Greeley, who has 
been serving as counsel for The Control- 
lers Institute of America, and who was 
one of the original group who helped or- 
ganize The Institute and its work in 1931, 
has recently accepted appointment as 
editor-in-chief of the Alexander Publish- 
ing Company, whose chief publication is 
the Alexander Tax Service. Mr. Greeley 
will continue as Director of the Greeley 
Institute of Taxation. 


Perry Speaks to Credit Men 


Mr. Henry C. Perry, Treasurer of the 
Heywood-Wakefield Company, and former 
President of the Controllers Institute was 
the guest speaker at the initial 1941 meet- 
ing of the Worcester County Association 
of Credit Men (Massachusetts) held in 
Toy Town September 15. His address, on 
“What Financial Management Expects of 
the Public Audit,” was heard by one of 
the largest groups ever to attend the sec- 
tional meeting of the well-known New 
England organization. 


AGA Convention 


The American Gas Association held its 
23rd annual meeting October 20-22 in 
Atlantic City, New Jersey. The account- 
ing section, held in the Ritz Carlton Oc- 
tober 20-21, featured seven luncheon con- 
ferences, on “Customer Accounting,” 
“Customer Collections,” ‘Customer Rela- 
tions,” “General Accounting,” “Property 
Records,” “Depreciation Accounting,” and 
“Taxation Accounting.” 

Members of The Institute who took 
part in the accounting section’s program 
were: Mr. L. L. Dyer, Vice-Chairman of 
the program; Mr. F. B. Flahive, Chair- 
man of the Nominating Committee; and 
O. H. Ritenour, Chairman of the con- 
ference on general accounting. 


State Service Fills 509,700 Jobs in Month 


Federal Security Administrator Paul V. 
McNutt announced in October that 509,- 
700 jobs had been filled by State employ- 
ment services during the month of August, 
topping the half-million mark for the sec- 
ond time this year. August placements 
were the highest on record for this month 
in the history of the employment service. 
A total of 3,500,000 placements have been 
made by State employment services since 
the beginning of the year, 54 per cent. 
more than in the same period of 1940, 
stated McNutt. 


September's Industrial 
Output Up “Seasonally” 


In sharp contrast to optimistic predic- 
tions made last summer by OPM produc- 
tion chiefs to counter criticisms of the 
national defense program, the Federal Re- 
serve Board stated on October 19 that 
industrial output advanced only “season- 
ally” during September, holding - the 
adjusted index of activity at 160 per cent. 
of the 1935-1939 average, the third month 
that level had been maintained. 

The Board said that this rate of activ- 
ity continued through the first half of 
October, with further advances in defense 
production accompanied by smaller out- 
put of some civilian goods, particularly 
automobiles, rubber and silk. 

Industrial prices went up, the Board 
said, but farm prices declined after the 
middle of September and fell again in 
mid-October. 

The reduction in silk-mill activity 
pulled down the level of textile produc- 
tion, while coal output showed less than 
the customary increase as a result of work 
stoppages at some mines, the Board said. 

General merchandise distribution rose 
less than seasonally in September after 
an unusually large volume in August. The 
Board stated that department store sales 
were down during the first half of Octo- 
ber after a peak reached late in September 
as the result of purchases in anticipation 
of new Federal taxes. 

Meanwhile, the Commerce Department 
reported that industrial banking company 
loans declined 13.3 per cent. during Sep- 
tember, the first month of regulation of 
installment credit. Consumer loan bal- 
ances, which stood at $309,400,000 at the 
end of August, were expected to show a 
drop of about $4,000,000 for September. 
Last year they rose by $2,500,000. 

The September loan volume was 3.2 
per cent. below the same month a year 
ago and was the first month in 1941 to 
show a decline compared with the corre- 
sponding 1940 month. 


Jobs for a Quarter Million Men 

Over a quarter of million more work- 
ers will be needed in the next two months 
to meet the requirements of a selected 
group of 9,900 plants manufacturing vital 
defense materials, Federal Security Admin- 
istrator Paul V. McNutt has announced. 

Mr. McNutt said that these figures rep- 
resent employers’ estimates of the number 
of workers they expected to hire from Sep- 
tember 1 to December 31, as reported to 
the Bureau of Employment Security, So- 
cial Security Board. 








466 


Post-War Depression 
(Continued from page 445) 
shrinks and depression becomes un- 

avoidable. 


UNEMPLOYMENT BY LEGISLATION 


With this brief description of the 
fundamental functioning of the money 
economy in mind, I return now to the 
proposition that chronic depression 
and unemployment have become im- 
bedded in our legislative framework to 
be relieved only through large scale 
deficit disbursements by the govern- 
ment. This condiiion, in my judgment, 
arises from the fact that we have 
broken the link in the circulatory flows 
of money which is essential to progress, 
namely the flow of money savings into 
new investment in productive wealth. 
The money savings are still going on 
and are steadily subtracting from the 
circuit flow of money. It is estimated 
that since 1929 over $15 billion has 
thus been accumulated as inactive de- 
posits and currency. But these money 
savings are not flowing into new in- 
vestment. This can be statistically 
proved. Consider, for example, the 
long and comprehensive record of new 
capital flotations compiled by the Com- 
mercial and Financial Chronicle. They 
show that for the half-decade terminat- 
ing with 1930 the amount of new capi- 
tal flotations, excluding those of invest- 
ment trusts and holding companies and 
also those for refunding purposes, 
amounted to approximately six and 
three-quarter billion dollars a year. For 
the half-decade terminating with 1940, 
they averaged per year less than one 
billion dollars and for 1940, they only 
amounted to about three-quarters of a 
billion dollars. 

The failure of funds to flow into 
productive investment can have the 
most serious consequences. The whole 
process of the growth of our economy 
rests upon the people’s finding out 
ways and means of doing the things 
they do ever more effectively. Indeed 
in a competitive economy, companies 
must find ways of employing labor ever 
more effectively, or they will be left 
behind. But this in turn merely means 
that we learn how to do a given task 
with continuously fewer units of hu- 
man labor. This in turn means that a 
portion of the man-power of the na- 
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tion is constantly being freed to under- 
take the conquest of new resources, the 
manning of new or expanded enter- 
prises and hence to increase the total 
output and the scale of living. But if 
no new enterprises are started up, if 
the savings of technological improve- 
ments are not invested in new produc- 
tion, then the man-power freed by the 
ever-increasing efficiency of production 
must result in unemployment. I think 
it is clear that if we stop new invest- 
ment for new production, we have 
thereby stopped the creation of new 
jobs and fastened chronic unemploy- 
ment upon ourselves. 


FEAR OF Loss PREVENTS 
New INVESTMENT 


To find the causes of this shrinkage 
of new investment in productive 
wealth, we must bear in mind that the 
making of a new investment is the 
most optional use to which money can 
be put. There is no pressure in it; it ts 
entirely voluntary in nature. Invest- 
ment, therefore, depends upon the fac- 
tors which affect the choices that men 
make. 

I know only one generally effective 
reason why anyone invests in a new 
enterprise. It is that he is confident that 
by so doing he can recoup over a pe- 
riod of time his investment plus some- 
thing more that we call profits. Op- 
posed to the hope of profit is the fear 
of loss. For the new enterprise to get 
started the first requisite, therefore, is 
that the hope of profit outweigh the 
fear of loss. There is, of course, an- 
other important hurdle and that is the 
possession of the necessary funds or an 
ability to obtain them. There is, how- 
ever, overwhelming evidence that there 
is no shortage of funds today, but 
rather a superabundance. We cannot, 
therefore, avoid coming to the con- 
clusion that the reason why new invest- 
ment in productive enterprise has 
shrunken is that the hope of profit has 
been outweighed by the fear of loss. 
That, in my judgment, is the central 
reason why we have chronic unemploy- 
ment and depression in this country. 

But we must delve deeper and in- 
quire why hope has been outweighed 
by fear. There are a number of reasons, 
but I have time only to discuss one, 


the one which I consider most impor- 
tant. I refer to tax legislation. That the 
trend of tax legislation has been 
steadily towards the confiscation of 
profits, of large incomes and of capital 
gains is common knowledge. Where 
and when the trend will terminate is 
also a matter of uncertainty and con- 
jecture. What we have written into our 
tax legislation is, therefore, the warn- 
ing that if anyone starts up a new en- 
terprise and thus provides new jobs, 
large and progressively larger portions 
of any profits he makes will be seized 
by taxation, whereas if he loses, the 
losses are his to bear. The risks of en- 
terprise are numerous and serious; they 
become greater as the economy ma- 
tures, opportunities become fewer and 
competition becomes more severe. To 
add to those hazards the certainty of 
penalty, if successful, is to add a pro- 
found discouragement to new invest- 
ment. Since there is no way to create a 
new job unless new production is un- 
dertaken, and since new production re- 
quires new private investment, the 
writing of tax legislation which deters 
new investment is the writing of unem- 
ployment into our laws. 


A SPIRAL INTO ‘“‘STATE-ISM” 


We all understand that the tax legis- 
lation is based on widespread accept- 
ance of the thesis that the rich and suc- 
cessful should be heavily taxed and the 
proceeds expended for the benefit of 
the unfortunate and unsuccessful. 
Whether that is as good morals as it is 
good politics is for each man to decide 
for himself. What I here invite you 
to consider is whether we can afford it. 
In that connection, I call your attention 
to a vicious spiral that is provoked by 
indulging the desire to tax heavily the 
rich. If by deterring investment, we 
produce unemployment, then the state’s 
problem of caring for the unemployed 
increases. This calls for more money. 
The need for more revenue then con- 
stitutes the justification for raising the 
deterring taxes. That in turn further 
depresses new investment and aggra- 
vates unemployment; and thus the 
spiral is closed. The spiral has been 
spinning under our eyes for many 
years and that it will spin us into some 


(Please turn. to page 468) 
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Post-War Depression 

(Continued from page 466) 
form of American ‘“‘state-ism,”’ if it is 
not broken, is scarcely to be doubted. 
The relatively diminishing amount of 
employment furnished by private en- 
terprise under this spiral becomes the 
unassailable sanction for enlarging pub- 
lic enterprise, until the former be- 
comes small and the latter becomes 
dominant. The power to tax is the 
power to destroy and there is no rea- 
son to doubt that it can be used to de- 
stroy the private enterprise system and 
replace it with some form of public 
enterprise system. Citizens may, or they 
may not, favor the substitution. But 
that the spiral should be exposed and 
well understood seems eminently desir- 
able. 


PuUMP-PRIMING INEFFECTIVE 


If by withdrawing money from the 
major circuit flow and holding it in- 
active as a money savings, we tend to 
bring on depression, and if we fail to 
offset that tendency by investing the 
money, then the alternative method of 
maintaining the flow is to create new 
money and pump it into the flow. We 
have been following that procedure in 
recent years and we call it “pump- 
priming.” Its mechanism is simple: 
The government issues new bonds that 
are bought by banks. As previously 
shown, the banks thus create new de- 
posit money and the government gets 
it to spend. As a method of providing 
relief to the unemployed, it is to be 
noted that although this procedure 
provides new income to relief recip- 
ients, it has relatively little force in 
providing new jobs. New jobs are pro- 
vided by investing in new production 
which “‘pump-priming’’ payments are 
relatively ineffective in establishing. 
When the pump-priming stops, the un- 
employment, therefore, reappears. We 
have seen this occur in the years that 
have gone by. 

Of, however, the rate of pump- 
priming is tremendously raised until it, 
when added to such investment as 
takes place, exceeds the rate at which 
money savings are accumulated, then 
the levels of production or prices, or 
both, can be raised. But to achieve this 
result is costly indeed, for the deficits 
required are tremendous. Thus, only as 
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we have come into the period of enor- 
mous and abnormal defense deficits 
has unemployment been markedly re- 
duced. The reduction may, indeed, be 
more attributable to the fact that the 
defense deficit disbursements have been 
to create new jobs—the building and 
operating of a great defense industry— 
than to their mere magnitude. But the 
new jobs are temporary and will van- 
ish when war ends. Once again we 
will be faced with the proposition, in 
aggravated form, that we have imposed 
chronic depression upon ourselves. 


SUMMARY 


This brings me back to a summariza- 
tion of the problem of a post-war de- 
pression. I call your attention to the 
fact that the subject is the “problem” 
and not the “‘prospect’’ of a post-war 
depression. This has to be the case be- 
cause the prospect of having a serious 
post-war depression rests far less upon 
the inevitability of economic unfold- 
ings than it does upon the wisdom with 
which we as a people now conduct the 
defense program and later face its 
aftermaths. The prospects, therefore, 
have to be expressed in terms of a 
series of “ifs.” 

(1) If we finance the defense by the 
methods of inflation, then we will 
have needlessly wrenched the 
economy and filled it full of mal- 
adjustments and thus greatly aug- 
mented the likelihood of serious 
depression. 

If, on the other hand, we largely 
finance the defense by the taxa- 
tion of income in all the places 
where it is swelling up and find- 
ing its ways into markets to com- 
pete for limited supplies, then it 
is almost certain that general in- 
flation will be avoided, maladjust- 
ments minimized and the chances 
of serious post-war depression di- 
minished. 

If we undertake to meet a post- 
war depression in the way we 
have met the depression of the 
past, that is by main reliance on 
large-scale relief disbursements 
out of mounting deficits, then we 
will nevertheless have a depres- 
sion, because public spending, as 
already noted, may alleviate the 


distress of depression, but it is 
not effective in. providing new 
jobs. It seems probable to me that 
under this procedure, we will con- 
tinue the spiral into “‘state-ism.” 
Finally and perhaps most impor- 
tant of all, if we, as we come up 
to the end of the war, undertake 
to review and promptly revise our 
tax and other policies with the 
single objective of encouraging 
and stimulating new investment, 
rather than discouraging and te- 
pressing it, then we will be tak- 
ing the road not only to avoid- 
ance of serious post-war depres- 
sion, but also avoidance of chronic 
depression. New jobs are only 
created by new investment in new 
production. New jobs are what 
we are desperately going to need 
after the war, because defense 
jobs will have gone with the war. 
It is by stimulating rather than 
stopping new productive invest- 
ment that we can get them. By re- 
establishing the hope of profit and 
banishing as much as we can the 
fear of loss, the experience, the 
skill, the energy and the money of 
millions of Americans can be 
loosed to the task of creating new 
productive jobs. No small group | 
in all this world can do that job 
one-half as well as these Ameri- 
can millions will do it if we but © 
set them to the task. This is the © 
course that I hope we, as a peo- 
ple, will follow. 
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sweep right off the board our entire 
Defense Program. We can’t go ahead 
without records——yet, we can go ahead 
a lot faster by gaining greater control 
over recorded facts—the scarcest of all 
raw materials. Today, as never before, 
the volume of paper-work and record- 
routine is reaching flood proportions. 
Today, as never before, the facts en- 
gulfed in this ocean of paper must be 
accessible. 

That’s why Remington Rand Busi- 
ness Equipment and Kardex Visible 
Systems of Business Control are serv- 
ing in every defense industry and in all 
branches of Government. They bring 
to the surface hidden facts, prevent de- 
lays. They speed production, cut costs. 
They create control, eliminate guessing. 
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inet division now has available fire pro- 
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dental fires. 


Remington Rand Knows the 
Answers to your Record Problems 
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ORDS. This experience and knowledge 
is recorded in printed, illustrated edu- 
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phoning our local office, or, writing di- 
rectly to Remington Rand Inc., Buf- 
falo, New York. 
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U. S. Treasury Counsel 
(Continued from page 449) 
premium, it would mean the elimina- 
tion of the present gratuity of a capital 
loss upon disposition of the bond, and 
correspondingly, the elimination of a 
capital gain if the bond were purchased 

at a discount. 


Excess ProFir Bitt NEEDS 
MANY CHANGES 


Perhaps some of the most difficult 
technical problems that the technical 
bill will be concerned with arise out 
of the excess profits tax. Although this 
tax is a new one, the number of tech- 
nical amendments which should be 
made in order to keep it on an even 
keel are surprisingly large. A few of 
the technical matters that have been 
called to the Treasury’s attention will 
indicate the type of problem under 
consideration—the allowance of the 
growth credit to Supplement A corpo- 
rations, revision of the method of com- 
puting the credit under Supplement A 
to allow full weight to be given to 
base period experience, reexamination 
of the effect of tax-free liquidations on 
invested capital, computation of equity 
invested capital where the basis of 
property or stock cannot be ascertained, 
combination for administrative pur- 
poses (such as statutes of limitation, 
deficiencies, etc.) of the three taxes 
turning on income, the income tax, ex- 
cess profits tax, and declared value ex- 
cess profits tax, reexamination of Sup- 
plement B, and so on. 


ADMINISTRATIVE CODE 


I am sure that you will be interested 
in examining critically the tentative 
draft of the proposed Internal Revenue 
Administrative Code which was made 
public a week or so ago by the Treas- 
ury Department. As you are aware, the 
various provision of the Internal Reve- 
nue laws were codified in 1939 result- 
ing in the present Internal Revenue 
Code. This codification, which was 
very ably accomplished by the ex- 
perts of the staff of the Joint Commit- 
tee on Internal Revenue Taxation with 
the assistance of experts in the Bureau 
of Internal Revenue, has been ex- 
tremely helpful. It has enabled tax- 
payers to find in one volume all the 
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provisions dealing with Federal taxes 
whereas previously these provisions 
were scattered in various Acts and 
were often difficult to assemble. 

The codification of the Internal Rev- 
enue Code did not purport to make 
any changes in the existing law. As a 
matter of fact, when any changes were 
unintentionally made and later dis- 
covered, an amending bill was pre- 
pared to make the Code conform to 
existing law. The only purpose of the 
Internal Revenue Code as it was en- 
acted in 1939 was a pure job of codi- 
fication. The purpose of the proposed 
Administrative Code is to simplify, in- 
tegrate and modernize the administra- 
tive provisions of the Internal Revenue 
Code. By administrative provisions we 
mean those provisions dealing with 
credits and refunds, periods for assess- 
ment and collection, methods of dis- 
traint and levy, and so forth. For ex- 
ample, the interest provisions of the 
Internal Revenue laws are scattered 
throughout the Internal Revenue Code. 
That is, of course, also true with re- 
spect to the refund provisions. 


HELP OF CONTROLLERS ASKED 


In the Administrative Code an at- 
tempt is made to place the related pro- 
cedural provisions together and to in- 
tegrate them. In accomplishing this 
task however, the Administrative Code 
does not make any fundamental 
changes in administrative procedures 
or devices, nor does it purport to deal 
with matters of tax policy. The only 
changes that it would make in exist- 
ing law are changes necessary to sim- 
plify and integrate and bring up to 
date the procedural provisions of the 
Code. This proposed Administrative 
Code should not be confused with any 
supplemental administrative or tech- 
nical bill mentioned in connection with 
the Revenue Act of 1941. As I have 
said, the proposed Administrative Code 
deals with purely procedural matters 
and is administrative in that sense of 
the term. What, in effect, is attempted 
in the Administrative Code is to divide 
the present Internal Revenue Code into 
two parts—a substantive code and an 
administrative code. However, the 
“administrative” bill mentioned above 
would very largely concern itself with 


changes in the substantive provisions 
of the Internal Revenue laws. The 
term “administrative,” as used in con- 
nection with the Bill, is much wider in 
scope than the term used in the title of 
the Administrative Code. The “‘ad- 
ministrative’ bill would make changes 
in policy, would concern itself with 
substantive as well as _ procedural 
changes and is administrative in the 
sense that it is not primarily concerned 
with raising rates and lowering exemp- 
tions. 

Both in the consideration of the Ad- 
ministrative Code and the provisions 
of the technical bill, the advice and 
help of Controllers would be most 
beneficial. The Committee on Coopera- 
tion with the Treasury Department, 
under the able leadership of Mr. Ham- 
rick, has in the past given useful coun- 
sel on needed changes in the Internal 
Revenue system. No more can reason- 
ably be asked than the continuation of 
the fine service its members have given 
to the Department in the past. 


FRENCH TAXES REPORTED; 
ONLY CUSTOMS DUTIES FALL 


According to a report made October 
12 from Vichy, French tax receipts 
for June are reported in official statis- 
tics to have reached 5,871,000,000 
francs. This compares with 6,000,000,- 
000 francs collected in the previous 
month and 3,560,000,000 in June 
1940, when French finances became. 
completely disrupted. 

Direct taxation produced in June 
1,207,000,000 francs; registration 
stamps, 491,000,000; tax on produc- 
tion, 1,077,000,000; and indirect taxes, 
509,000,000. The tax on transactions, 
which displaced the old armament 
taxes, yielded 482,000,000 francs, and 
the tax on Bourse transactions, 8,800,- 
000. 

Only customs duties, obviously be- 
cause of the blockade, declined from 
those the year before. They dropped 
from 580,000,000 francs in June 1940 
to 273,000,000 in June 1941. 


CHINESE DOLLAR DROPS 
The Chinese “national’’ dollar 
dropped October 13 to the lowest 
point on record, in the unofficial mar- 
ket, exchanging at thirty-four to the 
United States dollar. 
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Eight of the most commonly used plans 
for handling payrolls and providing — 
figures for Social Security and wage — 
statistical reports are. illustrated in this 
_ booklet. These plans are adaptable to 
‘any size and type of business. — 


Bake: 


This booklet illustrates sixteen of the 
_most practical material and production 
_ control plans used in business today. 
The plans vary according to the needs 
~ of each type of business. . 


are vital to 


DEFENSE 
PRODUCTION 






Less in the public mind than the machinery 
of production—but equally vital to the 
national defense effort—is the machinery 
of control that handles the payrolls, 
expedites the movement of men and 
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THE WORK IN LESS TIME WITH LESS EFFORT AT LESS COST 











materials, and furnishes statistical infor- 
mation on which to base quick decisions. 


oth industry and government rely on 
Burroughs machines to supply such in- 
formation while it is news, not history— 
and to do it in less time, with less effort, at 
less cost. 


The booklets illustrated above have 
already helped hundreds of others. Write 
for your gratis copies today. 


Burroughs Adding Machine Company 
6899 Second Avenue, Detroit, Mich. 
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Some Cuff Notes for “Cost-Plus’” 
Contractors 


(Recent Decisions of the U. S$. Comptroller General) 


TRAVELING EXPENSES OF 
CONTRACTOR’S EMPLOYEES 
According to a recent decision of 

Comptroller General Lindsay C. War- 
ren, the provision in a cost-plus-a-fixed- 
fee contract which provides for ex- 
penditures in connection with trans- 
portation and traveling expenses of his 
employees in connection with the work 
does not authorize payment for (1) 
living expenses of employees at the 
site of the work prior to the arrival of 
their families, (2) traveling expenses 
of employees in returning to their 
homes for their families and household 
effects, or (3) expenses of moving 
such families and household effects to 
the site of the work. 


LOSS OR DAMAGE DUE TO 
EMPLOYEE NEGLIGENCE 


Whether the government is obli- 
gated to reimburse a fixed-fee con- 
tractor for loss or damage caused by 
the negligence of his employees, must 
of course depend upon the contract and 
situation involved, but, stated Mr. 
Warren, “It may be stated broadly that, 
under the terms of contract forms 
‘C.P.F.F. Form No. 1’ and ‘F.F. Form 
No. 1-Rev.,’ if a contractor is not 
chargeable with any breach of his con- 
tractual duties and obligations, includ- 
ing the duty to exercise due diligence 
to employ and retain competent, trust- 
worthy and careful personnel, he may 
be reimbursed for such loss or damage 
as an element of his actual costs, if not 
otherwise excluded by the contract.” 

If a prime contractor, by the terms 
of a subcontract, were unable to ob- 
tain compensation from the subcon- 
tractor for loss or damage incurred 
through the negligence of the subcon- 
tractor’s employees, the prime contrac- 
tor himself being free from fault, his 
right to reimbursement from the Gov- 
ernment for that loss or damage 
“would be governed by the same prin- 
ciples as are applicable to his right to 
reimbursement for losses caused by the 
negligence of his own employees.” 
Under the cost-plus-a-fixed-fee con- 


tracts, if the contractor is at fault in 
connection with loss or damage to a 
particular property but the government 
through its employees is chargeable 
with contributory negligence, the par- 
ties should be left in status quo; that 
is, the owner of the property, whether 
government or contractor, should suf- 
fer the loss. 


EVIDENCE IN SUPPORT OF 
PETTY CASH PAYMENTS 

While, generally, vouchers covering 
reimbursement for expenditures in- 
curred in connection with the perform- 
ance of cost-plus-a-fixed-fee contracts 
are required to be supported by proper 
receipts evidencing the expenditure, 
the Comptroller General has declared: 
“It would appear that where the sums 
involved are negligible expediency re- 





quires that a limitation be placed on 
the amount to be supported by such 


receipts. Consequently, where claims 
for reimbursement for cash expendi- 
tures in amounts of $10 or less are sup- 
ported by properly itemized statements 
and certified by the proper officials, this 
office will not be required to object to 
such reimbursements solely by reason 
of the absence of such receipts unless 
it should appear in any particular case 
that the interests of the United States 
are adversely affected thereby.” 


GOVERNMENT RATE 
TELEGRAMS 


“Cost-plus” contractors should be 
regarded as acting directly in behalf of 
the United States Government when 
sending telegrams pertaining to the 
contract work, declares Mr. Warren, 
and payment for such telegrams should 
be made at government rates, whether 
the cost of the telegrams is paid to the 
contractor as reimbursement or whether 
it is paid directly to the telegraph com- 
pany in accordance with the right re- 
served in the contract. 


The Difference Between Auditor 
and Controller 


The following letter-t0-the-editor 
and answer appear in the "Letters and 
Comment” section of American Busi- 
ness for October, 1941: 


To the Editor: 

In the September issue of American 
Business there appears an article en- 
titled “Where to Look When You 
Need a Controller.” This article is 
very interesting. 

The president of my company has 
asked me to ask you to give us the 
benefit of your idea of what constitutes 
the difference between the functions of 
an auditor and a controller.—W. 
HERBERT Honces, Atlanta, Georgia. 

Mr. Honces: There is a tremendous 
difference between the duties of a con- 
troller and an auditor. Generally 
speaking, an auditor only sees that the 
figures are correct, has no control over 
expenditures, and has nothing to do 
with budgeting and future planning. 
He merely audits the figures as they 


are presented to him by the bookkeep- 
ing and accounting departments. 

On the other hand the controller has 
considerable executive authority. His 
chief job is to assemble figures for pre- 
paring the annual budget, see to it that 
the company lives within the budget 
forecasts, to determine what exceptions 
should be made to budget figures, and 
generally to control expenditures. 

More often than not the controller 
is responsible to the president of the 
company or the board of directors and 
works closely with the treasurer. In 
some businesses the controller is the 
most powerful man in the business 
next to the president and has consider- 
able authority to veto expenditures of 
all kinds. 

Of course, you understand no two 
controllers have exactly the same au- 
thority or are responsible for exactly 
the same duties, as so much depends 
upon the man himself. 
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The Famous Montgomery Tax Books 


Announcing Two Vital New Volumes 
1. Your 1941-42 Handbook of 






Hixcess Profits and Other Federal 





High Authority; 
Practical Advice 


The Montgomery tax books are prac- 
tical, for those who have to carry the 
business responsibility of the tax job. 
They are the work of a leading author- 
ity, and rooted in the experience of an 
organization of lawyers and professional 
accountants who handle in their prac- 
tice hundreds of tax questions. 

Robert H. Montgomery is a Counsel- 
lor-at-Law; a Certified Public Account- 
ant; author of Auditing, of Federal Tax 
Practice, and since 1917, of successive 
editions of his famous Federal Tax 
Handbooks. 

In these Handbooks you get the bene- 
fits of cross-currents, recommendations, 
and conclusions from countless cases 
where the author and the legal and ac- 
counting experts associated with him 
have had to take the responsibility of 
making a decision. 

This quality of being based on wide, on-the- 
firing-line experience gives to Montgomery’s 
Tax Handbooks a reality and a leadership all 
their own. They are distinct; not paralleled; 
not duplicated. That it pays to use them is 
evidenced by their continuous use by corpora- 
tion officers, accountants, and lawyers through 


19 preceding issues—these 1941-42 volumes are 
the 20th. 











2. The 1941-42 Edition of 
Federal Taxes on Estates, 


Trusts, and Gifts 


To complete, outstanding treatment 
of these taxes—for executors and 
administrators; for trust officers, at- 
torneys, and accountants; for property 
owners and their beneficiaries. 

Covers the application of federal estate 
and gift taxes, as well as the income tax 
problems peculiar to estates and trusts. 
It brings the entire situation down to 
date; interprets the law, court decisions, 
and official rulings into plain statements 
of advice and procedure. 

The counsel, suggestions, and warnings 
presented afford a unique and constantly 


useful foundation in determining legal and 
accounting questions arising the year 
round in handling property. 


and their counsel should know and be able 


Taxes on Corporations 


A= new volume specially prepared to meet the unusually difficult requirements 
which this year confront all who are working with corporation taxes. Answers 
your need for complete information, in one place and freed from all irrelevant matters 
on those aspects of corporate taxation that are going to give most trouble. 


The book concentrates particularly on 
straightening out the intricacies of the excess 
profits tax in the application of which lie so 
many traps for the unwary. No excess profits 
tax return should be filed, and no extraordi- 
nary, important, or intercompany transaction 
should be effected, without review of the 
unique, interpretative counsel in this new vol- 
ume. 

It explains the requirements of the law, in- 
cluding the changes in manner of computing 
the excess profits tax, unraveling the mazes 
as you meet them in applying the statute to 
practical business situations; interprets the 
effect of significant Treasury rulings and 
court decisions. 

Wide experience under successive excess 
profits tax laws extending back to world-war 
days is applied, to help a company elect and 
follow through, under the many options pro- 
vided, the course best suited to its particular 


needs; to explain the methods of determining 
invested capital, admissibility of assets, base 
period earnings, credits, exemptions, qualifica- 
tions for special relief. 

“Excess Profits and Other Federal Taxes on 
Corporations” is not a textbook; not a com- 
pilation of editors that leaves you to pick out 
what you want from an elaborate accumula- 
tion of tax data. It is counsel and interpreta- 
tion by lawyers and accountants in active 
professional practice, not on theoretical hap- 
penings, but on what to do in situations long 
experience has shown really come up in cor- 
porate tax affairs. 

Throughout it helps you to find alternative 
and perhaps more favorable courses; points out 
important consequences of specific action, par- 
ticularly if conditions change; helps see the 
possibly limiting effects of precedents you 
may establish. 


Covers Corporation Normal Taxes; Other Taxes 


ETERMINATION of a corporation’s excess profits tax is closely tied in with that of 
D its normal income tax and surtax. The book presents methods and rates for com- 
puting these latter taxes, and covers preparation of returns. It takes up problems of 
policy and precaution presented by the taxes on undistributed profits of corporations ; 
decisions to be made under the capital stock and declared value excess profits tax; 
requirements to obtain a deduction for amortization of emergency facilities. Superbly 
indexed; you are getting maximum information, presented for the maximum speed of 


reference. 


$7.50 





Note: In event that another 
tax law is passed prior to March 
15, 1942 affecting 1941 calendar 
year returns, a supplement on 
such changes will be prepared 
and sent without charge to pur- 
chasers of either book. 


Order Your Copies Now 


This year, whatever background of tax skill or 
tax information you have, you can’t afford not to 
take advantage of this kind of counsel. Books will 
be issued in ample time for your requirements; use 
form below to get your order on file. 


| THE RONALD PRESS COMPANY 


With today’s drastic rates, taxpayers 


to take advantage of means permitted by 
law to reduce tax liability. The discus- 
sion of such means in Montgomery’s book 
will repay closest study. 

It offers invaluable counsel in planning 
disposition of estates. Effects of federal 
income, gift, and estate taxes are coordi- 
nated throughout so that methods of arriv- 
ing at minimum tax burden 
are clearly indicated. $7.50 





The Ronald Press Company, Publishers 
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Dept. M 545, 15 East 26th St., New York, N. Y. 


Please send us, as soon as issued, Montgomery’s 
1941-42 tax books as checked below: 


[] Excess Profits and Other Federal 
Taxes on Corporations ............- $7.50 


[ ] Federal Taxes on Estates, Trusts, 
SBE GUE oo cksecssdecsscccdacceauss 7.50 


Within 5 days after receiving books we will 
send payment in full, plus a few cents for de- 
livery. (We pay delivery charges if you remit 
with order.) 

Company or 
Firm Name .....ccccccccccccccccccccccvccce 
(must be filled in unless you remit with order) 


By (your name) .....+-++eee0- Position....... 











“Cost-Plus” Contractor 

(Continued from page 454) 
in effect. Analysis discloses that many 
of these items of costs do not directly 
pertain to the production of articles 
called for under the contract, and even 
though incurred as a result of negoti- 
ations with the contracting officer they 
are without contract authority. It there- 
fore seems that this injustice can be 
remedied by a more specific designa- 
tion of allowable pre-contract expendi- 
tures. 


DISTRIBUTION OF COSTS 


A clear and concise definition of 
costs is only part of the answer to the 
controller's problems in administering 
a cost plus a fixed fee contract. If he 
is so fortunate that 100 per cent. of his 
company’s business is done under cost- 
plus-fixed-fee contracts, his chief con- 
cern is maintaining operations within 
the cost definitions. However, if the 
work performed under cost plus fixed 
fee contracts represents only a part of 
the company’s operations, additional 
burdens and responsibilities are in- 
volved. The major question is—how 
much of the operating costs are charge- 
able to cost-plus-fixed-fee contracts ? 
Some companies have solved this prob- 
lem very admirably by setting up en- 
tirely separate operating units includ- 
ing the administrative staffs necessary 
thereto, and maintaining a separate set 
of accounts. Most of us are not in that 
fortunate position and must therefore 
deal with such matters as equitable 
“burden” or “overhead” distribution, 
expense classifications, and so on. 

Two examples will serve to illustrate 
the character of problems that must be 
solved. 

The President of the United States 
has asked industry to work plants as 
many hours as possible to speed up the 
defense program. This naturally in- 
volves overtime costs. The question 
has been raised as to what method shall 
be used in distributing the premium 
paid for overtime. Suppose that a given 
plant works several regular time shifts 
on fixed price business, and works sev- 
eral overtime shifts on cost-plus busi- 
ness. Can the total labor cost includ- 
ing the overtime premium be charged 
directly to the work it was performed 
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on? Government auditors have taken 
the position in some instances that the 
premium paid must be treated as a 
burden cost, and thus prorated over all 
work. It is not difficult to visualize the 
effect upon the margin of profit which 
such treatment has on fixed price busi- 
ness, especially if the business was ob- 
tained on quotations made before cost- 
plus contracts were entered into, and 
overtime schedules were not contem- 
plated. 

Another example is the treatment of 
“perishable” or ‘‘expendable’’ tools. 
During the early months of the emer- 
gency, the Army Air Corps authorized 
the Defense Plant Corporation to in- 
clude perishable tools in its acquisition 
program. This policy was later re- 
versed and the position taken that such 
items should be charged to supply con- 
tracts. This would not involve any 
great accounting difficulty if the segre- 
gation of such items is practical. In 
most instances this is not the case, and 
we are therefore confronted with the 
necessity of accounting for the use of 
such items on cost plus fixed fee work. 

In closing, I should like to make the 
observation that during these difficult 
times, with everyone exerting his en- 
ergies to the utmost and employing his 
talents and resources to the fullest ex- 
tent, it is important that we keep our 
courage and retain our sense of humor. 





DEVELOPMENT EXPENDITURES 
(Continued from page 452) 











we charge such time directly to routine de- 
velopment expense. When their efforts are 
expended towards reaching a certain ob- 
jective, an Expense Authority is issued cov- 
ering the project. To this is charged draft- 
ing work on the idea; actual building and 
development of model; time and raw mate- 
tial expended in processing the first lot of 
production from model; time expended in 
tearing the model down for inspection and 
correction of any defects in design; draft- 
ing labor on needed correction; time and 
material expended substituting new parts 
as brought out by these defects in machine 
design; repetition of any or all of the above. 

“The order is credited with standard cost 
of any material produced from the model. 
For financial purposes all of the above is 
currently charged to expense. If the idea is 
abandoned then the order is closed out and 
the expense is allowed to remain as an ex- 
pense. If, however, the idea is accepted, 
then the total expense is permitted to re- 
main in expense for financial purposes, but 
for income tax it is capitalized and written 
off over a seventeen-year period. 





“As soon as the idea is accepted, an 
order may be issued for the production of 


machines. In this case all of the expenses 
in connection with manufacture, installa- 
tion, tuning up, and so on, are considered 
a part of the manufacturing cost and capi- 
talized. If the model produced on the 
original experimental order is transferred to 
production, then the experimental order is 
credited with an engineering estimate of 
the cost of manufacturing of production 
model without the development features. If 
other machines of the same type are manu- 
factured on a regular production order, the 
development order is credited with the ac- 
tual cost of production model. 

“On the second question of the request, 
we consider that the expenditure on a pro- 
duction machine for improving the quality 
of the product is definitely a capital expen- 
diture. While it is true the improvement 
may not extend the life of the machine, I 
think it does enhance its value for the pur- 
pose for which the machine is used. Pre- 
sumably production cost will be reduced 
and production cost should, therefore, carry 
its portion of the depreciation burden on 
improvement.” 

“In my opinion, all of the items listed 
could be an aid to the capital investment 
provided the outcome was a success. In 
case the experiment was abandoned, I pre- 
sume the conservative thing to do would be 
to charge off all of the costs involved. 

“On the second question, I would be in- 
clined to also capitalize the improvement in 
the production machine even though the 
life of the machine was not materially ex- 
tended.” 


One member of the committee 
would first charge all expenditures of 
this kind to the property account and 
determine later if any portion thereof 
should be charged against income. His 
recommendation follows: 


“Question No. 1—It would be my recom- 
mendation that all of the costs be gathered 
by development projects and capitalized as 
such. When the development has been com- 
pleted, the total intangible costs should be 
charged either to a large plant built as the 
result of the development, or to the costs 
of patents, if such are secured, or it may 
be desirable to split the charges to both 
types of capitalization. When the develop- 
ment or so-called ‘pilot’ plant is aban- 
doned, having proved a successful venture, 
the difference between the junk value of the 
material remaining and the undepreciated 
balance should be charged likewise. If the 
venture is not successful, this residue should 
be expensed as development expense. Dur- 
ing the period of operation, the cost of op- 
erating the development or pilot plant 
should be capitalized and finally handled 
in the same manner as in the foregoing. 

“Question No. 2—Such improvements 
should be capitalized as additional capital 
cost of the machines.” 


Yours very truly, 

R. S. HOLDEN 
Chairman, Committee on 
Technical Information and 
Research 
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A winx is a premeditated act. 
A blink is an involuntary reflex. 


As far as we know, nobody has ever 
made a scientific study of winking. 


But science has investigated* the 
rate of involuntary blinking—with 
results that are significant to every 
employer. 

The rate of blinking indicates the 
strain and effort to which the eyes 
and the reader are put by the visual 
task of reading. The higher the blink 
rate, the greater the effort required— 
the greater the chances for error, 
bodily discomfort, and inefficiency 
among your employees. 





A recent research shows 
that duplicated copy 
of standard qual- 


p iter 





ence 


stweon a “wink” and ¢ 


}} 


AND WHY IT 1S IMPORTANT! 


ity, produced on the Mimeograph 
duplicator with Mimeograph brand 
supplies, was appreciably easier to 
read than substandard quality. The 
blink rate for substandard copy was 
up to 30% greater than that for 
standard copy, with a corresponding 
increase in eye strain and effort. 


You can give your employees sight 
protection .. . cut reading time... 
and reduce chances for error—when 
you produce your instructions, work 
sheets, job tickets, forms and reports 
on the Mimeograph duplicator. Tele- 
phone the Mimeograph distributor 
in your community, or write A. B. 
Dick Company, Chicago, for details 
on how we can help. 


*Luckiesh and Moss, Illuminating Engineering, Vol. 
XXXV, No. 1, January, 1940. 
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VISIBILITY 











Mimeograph 
duplicator 


MIMEOGRAPH is the trade-mark 
of A. B. Dick Company, Chicago, 
registered in the U. S. Patent Office. 











YARDSTICK 
FREE! See if the duplicated materials now being 
# used by your department come up to ac- 
cepted visibility standards. Check them against The 
Visibility Yardstick. Send the coupon today for your 


free copy. 


A. B. Dick Company, Dept. K-1141, 720 W. Jackson Blvd., Chicago, Ill. 
Send me a free copy of The Visibility Yardstick. 
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Production, Personnel Problems 
(Continued from page 456) 
also issued such a list together with 
amendments. 

CHAIRMAN MILLs: Anyone who has 
dealings of that kind should read Reg- 
ulation No. 4 very thoroughly. 

Mr. ABERCROMBIE: We have done 
the same thing; namely, turned such 
matters over to our bank and let them 
take the responsibility. 

Mr. BENSON: How are Canadian 
nationals affected by this ruling? 

Mr. JONES: Legal advice is being 
asked on that matter at the present 
time. 

Mr. Hoyt: We are remitting to 
Canada right along without any trou- 
ble. 

CHAIRMAN MiLLs: If I were you, I 
would check into the matter further 
before making any more remittances. 

Mr. EGGERT: What do you recom- 
mend in connection with any of our 
firms who might have nationals of any 
of these countries? What is the re- 
sponsibility of the company to advise 
these nationals ? 

MR. Jonss: If they are domiciled in 
this country it is generally not neces- 
sary to report. 

CHAIRMAN MILLs: The United 
States Neutrality Act was passed in 
June-July, 1939 and the President is- 
sued a Proclamation based upon it. 
That proclamation regularized what 
United States corporations could do. In 
order that we may do business in Can- 
ada we must deposit certain securities 
with the Receiver General. 

They opened up a Victory loan cam- 
paign and were anxious to sell bonds 
and appealed to us to subscribe. 

We had on deposit with the Re- 
ceiver General bonds which were about 
to mature so we applied some of these 
bonds as payment for the Dominion 
Victory bonds. We then wrote to To- 
ronto asking them to ship to San Fran- 
cisco the excess bonds not required for 
deposit purposes but found that could 
not be done. It would have been a 
violation of the Neutrality Act. In 
other words, it was illegal for any na- 
tional of this country to purchase any 
security of a country at war which is 
issued subsequent to the Proclamation 
of the President of the United States. 
Consequently those bonds of the Do- 
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minion which we purchased were held 
illegally and we had to sell them. This 
illustrates that much care must be ex- 
ercised in transactions of this kind. 

Mr. Hoyt: Could you have pur- 
chased an issue of the Dominion prior 
to the Proclamation ? 

CHAIRMAN MILLs: Yes—we have 
bought some issued prior. 

Mr. Douctas: We notice a con- 
siderable difference in stock transfers, 
either listed or unlisted if any of the 
parties involved are nationals of other 
countries. Some companies will trans- 
fer while others will not transfer and 
some transfer agents require certain 
forms to be executed. Has anyone in- 
quired into this matter? 

Mr. WALLING: Do you have the 
right to effect transfer if you think the 
party is a national ? 

Mr. Jones: Frankly, I do not know 
the answer to that one. 

CHAIRMAN MILLs: The stock ex- 
change should examine that subject 
and issue a ruling, as none of us seem 
to know the answer. 

CHAIRMAN MILLs: Are there any 
other questions ? 

Mr. WHITE: Can you get extensions 
on the filing of Form TFR-300? 

CHAIRMAN MILLs: Yes I think you 
can. If you think you will need more 
time, application should be made for 
an extension. 

Mr. BENSON: What is the TFR- 
300? 

CHAIRMAN MILILs: It has to do with 
the filing of reports on any of the as- 
sets or payments, or monies, or proper- 
ties of people in blocked countries, in 
amounts $1,000 and over. You have to 
file a declaration. The government reg- 
ulations can be obtained from any Fed- 
eral Reserve Bank. 

Let us turn now to the active produc- 
tion phase of our discussions tonight. 
Mr. Gartrell will talk on ‘National 
Defense and Attendant Personnel 
Problems.” 

Mr. GARTRELL: As a matter of ex- 
pediency I have written my remarks. 
First, let me say that I considered our 
personnel problem rather acute, but 
since I have had to confine my talk to 
five minutes on a subject that could last 
all night—this, gentlemen, has been 
my prime problem, hence it is brief 


and merely covers some of the high- 
lights. 

This paper is not intended as an 
analysis of the personnel problems in 
National Defense as they affect all con- 
cerns in a kindred industry but a mere 
relation of the problems as they have 
reared their heads to us. By us, I mean 
the General Metals Corporation. 

National Defense has presented sev- 
eral problems, but in many cases has 
shown us the weaknesses within our 
own industry. 


UNION REsTRICTS APPRENTICES 


During the years following the last 
wart up to this date, the controlling 
union placed a definite restriction as 
to the number of apprentices and learn- 
ers. The idea in this restriction was to 
time. For example, one apprentice is 
allowed for every eight skilled work- 
ers that could be employed at any one 
preserve the jobs for those that had 
them, particularly preventing the re- 
placement of the older men with 
younger ones. This restriction still 
stands in our agreement and probably 
always will, for the attitude of the 
unions is to put more in the agreement 
and take nothing out. 

During the first days of the full 
emergency, we expended every effort 
to locate sufficient workers to produce 
the ever-increasing demand for our 
products. Men who years before had 
forsaken their trade were coming back 
into the field, with the taste of higher 
wages. All metropolitan areas were 
canvassed and those workers absorbed, 
and now the workers in the country 
fields, and more particularly those 
working in non-defense plants, are be- 
ing quickly absorbed. 

Things have developed far beyond 
this stage and now we are confronted 
with this problem. How can we keep 
these workers, in the face of a greater 
scarcity and attractive bids from com- 
petitors? It is true, in our own case, 
that we have lost several valuable em- 
ployees who were offered extremely at- 
tractive positions. 

Government yards are also taking 
their toll on private industry. 

The percentage of increase of Au- 
gust 1941, as against August 1940, of 
the number of men, hours worked and 

(Please turn to page 478) 





MANAGEMENT CONTROL--- 
---- BUSINESS MACHINES 


American industries are pushing forward 
today on every hand. Business is being 
geared to fill bigger orders—to meet new 
contract specifications and delivery dates. 

Behind this renewed activity stand the 
machines of business management—the 
machines which provide the facts necessary 
to adequate production and proper dis- 
tribution. 


International Business Machines lend speed 
to the finding of facts. IBM Punched Card 
Accounting Machines furnish management 
with accurate, up-to-the-minute records and 
reports. IBM Time Recorders conserve 
working minutes and supply vital time and 
cost data. IBM Electromatic Typewriters 
improve the appearance of business docu- 
ments and speed up typing production. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 


Offices in Principal Cities 
ae 
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Production, Personnel Problems 
(Continued from page 476) 
average hourly rate are given for one 
department in one of our shops. De- 
partment production increased 101 per 
cent. from August 1940 to August 

1941. 


Increase 
1941 over 1940 
Number of men 128% 
Hours worked 236% 
Hours worked per man 47% 
Average hourly rate 20% 


Our corporation is not engaged in 
any “‘cost-plus” contracts. All govern- 
ment contracts received are obtained on 
the bid basis so that overtime cannot 
be permitted beyond the profitable 
point and so a result, we are unable to 
compete in most cases with the offers 
made by competition due to this limi- 
tation. 

Certain individuals among the work- 
ers take full advantage of the scarcity 
of labor, feeling very sure that should 
they not work for us, others are ready 
to take them in. In other words, a 
catering service in many instances is in 
effect to keep the men satisfied, con- 
tented, and on the job. 

No little problem is the personnel 
problem within the office. Due to na- 
tional defense requirements, we have 
had to add constantly to our force. The 
priority problem has itself taken the 
full time of some of the personnel and 
our staff has increased three times the 
number of a year ago, and the average 
monthly wage base has increased 40 
per cent. over the same period, and all 
office employees are working on a full 
48 hour week. 

These wages do not include any pay- 
ments for overtime but are definite in- 
creases in the base rates. Due to the 
fact that our location makes it some- 
what unattractive to those who seek 
employment, the base rate is normally 
above that which is paid in the down- 
town areas. Then to make the job suf- 
ficiently more attractive, to keep the 
personnel intact, base rates have been 
further raised and this coupled with 
the extended week permits them to in- 
crease their earnings materially. 


TREMENDOUSLY CONFUSED 


We are still tremendously confused 
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both in our offices and shops. Demands 
are constantly made for a greater shop 
production and office output, but we 
are ever mindful of the fact that an 
overstaffed office or shop would lead 
to wholesale lay-offs if and when the 
emergency should end. Our problem 
is to get the work out as fast, efficiently 
and economically as possible and at the 
same time assure, as much as possible, 
the continued employment of those 
who serve us best. 

Personnel problems are by no means 
our only problems, but they are of suf- 
ficient importance to us that consider- 
able of our time is devoted to their 
possible solutions. 

Could we eliminate the problems of 


1. Demands for further increases in 
production 

. Serious shortages of raw materials 

. Delivery bottlenecks 

. Priority bug-bears 

5. Price regulations 


ds BW bo 


and a thousand and one Federal reg- 
ulatory measures we might be able to 
devote more time to our personnel 
problem and arrive at its solution. 

The problem, insofar as our key men 
and office workers are concerned, is 
solved for the time, at least. We have 
no immediate fear of losing those 
whom we consider the most valuable. 
We believe the wages offered are most 
attractive and the conditions under 
which they work are most desirable. 

Our problem lies with the skilled 
worker, who looks to his union for 
support. We hope that the unions will 
lend more active support and assist us 
in a united front in an effort to con- 
tinue “‘business as usual.” 

CHAIRMAN MILLS: That was a very 
excellent report, Tom. Are there any 
questions ? 

Mr. Hoyt: When these employees 
leave for another job, they generally 
go about the shop or office and tell the 
other fellows how much they are go- 
ing to get on their new job and they 
almost always stretch the amount a 
good deal. I know we had such an in- 
stance in our plant and it tends to up- 
set your personnel. It is well to check 
such cases and see if they are telling 
the truth. We checked this particular 
fellow’s story and instead of practically 
doubling his income as he said he was 


going to do, he was actually going to 
receive less as an apprentice. Of course 
we saw to it that our employees got the 
right story. 

Mr. PLuMMeER: I believe the ma- 
chinist situation will get straightened 
out pretty soon as there are a number 
of them out of work. There will be 
hundreds of non-defense industries 
cutting down due to lack of materials. 

Mr. Wo tz: That has already hap- 
pened in our plant. We could not get 
material so we had to let three men go. 

CHAIRMAN MILLs: I was speaking 
to a well-known Chicago banker re- 
garding the general labor situation. He 
said he had met a man in Chicago some 
weeks ago who was sent there from 
Los Angeles for the purpose of pick- 
ing a thousand men and that this gen- 
tleman after he had completed his 
selection was to be followed up by an- 
other man. They were after several 
thousand men, many in the office 
workers classifications, to be sent to 
Los Angeles for national defense pro- 
gram occupations. 

We have found evidences of that 
migration in our business. 

It is also interesting to note that the 
automobile accident frequency at these 
large defense plants is increasing 
alarmingly, most of the accidents oc- 
curing when the thousands of workers 
change shifts. 

Mr. WoLtTz: Men are beginning to 
think somewhat along these lines now: 
“I have been with this company for a 
great many years, so why should I 
leave for a short time and get only a 
few dollars more.” 

Mr. EGGERT: Two of our employees 
who left seeking defense employment 
came back a few days ago seeking re- 
employment. 

Mr. HucuEs: Mr. Gartrell did not 
bring out one of the problems and that 
is the problem of securing pig and 
scrap for the foundry industry. You 
have a certain number of faithful em- 
ployees who would rather stay with the 
firm. When you can not get pig or 
scrap what is going to happen to 
them? Those employees want to stick 
with their firm but they will have to 
leave if raw materials cannot be ob- 
tained, and when they do leave, the 
chances are you can not get them back 
again. 
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CHAIRMAN MIs: I wonder if there 
are a sufficient number of our Control 
who are faced with the possible prob- 
lem of retaining their old-time, high- 
class, stabilized help because of their 
inability to carry on and whether this 
organization through the National 
Control could not encourage some pro- 
gram that might accomplish adjust- 
ments to permit stabilization of that 
employment. 

Mr. Hoyt: Every organization in 
the metal working industry is going to 
face that problem within the next few 
weeks whether they believe it or not, 
and then the Congressmen will catch 
“h—_” 

Mr. GaRTRELL: I was talking with 
Mr. Clark and Mr. Kerr some weeks 
ago and Mr. Clark assured me that 
after all the confusion is straightened 
out, there will be more than enough 
raw material to go the complete 
rounds. Maybe that is a bit optimistic 
but we are banking on it because our 
raw materials on hand will last us only 
about 28 to 30 days and there is noth- 
ing else in sight. We intend to re- 
tain our staffs as long as we can possi- 
bly afford to. The shortage problem, I 
feel, will soon be solved. 

Mr. Hoyt: If they really go after 
the Army and Navy for surpluses, raw 
materials will begin to flow. I under- 
stand approximately 160,000 manu- 
facturers are going to have to file in- 
ventory figures with the Government. 

Mr. GARTRELL: The consumption 
of raw material, insofar as foundries 
are concerned, is approximately 1,800,- 
000 tons annually. A recent survey 
proved that the productive capacity of 
scrap yards, pig yards, and the like, is 
in excess of 2,500,000 tons. There- 
fore, there should be more than enough 
to go around. 

Mr. EDENHOLM: Several of our of- 
fice employees are leaving for jobs with 
better pay promised them. Should we 
raise our salaries to retain them? 

CHAIRMAN MiILLs: Can you raise 
your salaries to a point where they will 
be as high as they would get elsewhere 
with overtime included ? 

Mr. EDENHOLM: No, we cannot. 

CHAIRMAN MILLs: Our employees 
appealed to us for salary increases. In 
our industry we do not deal with the 


craftsmen so much—we deal with the 
white collar worker. We have ten 
floors of them in San Francisco alone. 
They were beginning to feel they had 
been discriminated against because of 
not being well organized. We have 
had committees of our staff study the 
matter and we have recognized that 
perhaps something should be done with 
respect to their salaries. 

As a result of the survey made on 
wage rates by the Institute we con- 
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tented ourselves with the fact that our 
standard rates of pay were fair and 
equitable. They measured up satis- 
factorily with the 5415 employees 
which were covered in the survey. 
However, it was not the basic rate of 
pay that we decided to change; instead 
we met the problem with a special 
emergency allowance. The Board of 
Directors agreed that everyone who re- 
ceives $3,000 and less should receive 
4 per cent. per month based on the 
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previous month’s pay with $5.00 as the 
minimum. This has stopped to a de- 
gree our labor turnover. This emer- 
gency allowance is completely divorced 
from the regular payday. We even use 
different-colored checks issued at times 
other than regular paydays. 

Mk. Hoyt: Is the 4 per cent. tide to 
an index of any kind? 

CHAIRMAN MILLs: Yes it is—on the 
Federal Reserve banks estimate of in- 
creased cost of living. We plan to re- 
consider the percentage every quarter. 

Mr. HuGHes: We have put a 
$15.00 per month emergency defense 
bonus into effect, and this is taken care 
of by separate checks plainly marked 
“Emergency Defense Bonus” which 
are issued on paydays. 

PRESIDENT EGGERT: We pay $10.00 
flat to everyone receiving $3,000 and 
less. 

Mr. McKEE: We paid every em- 
ployee a bonus of $25.00 covering 
the first six months of the year. 

Mr. Hoyt: I understand women are 
being drawn into many defense indus- 
tries. 

PRESIDENT EGGERT: Mr. Gartrell, 
have you made any change in your 
married women policy ? 

Mr. GARTRELL: Yes, we have com- 
pletely dispensed with it. We will 
hire any married woman if she is a 
good worker, or if we hire single 
women and then they get married, it 
no longer has any effect on their em- 
ployment. 

Mr. Hoyt: There seems to be re- 
newed effort on the part of the C.I.O. 
to organize office workers in the East 
Bay. What happens is that one of the 
organizers’ wives gets a job in an of- 
fice and tries to get the other employ- 
ees all hopped up about joining the 
union and then she quits and seeks em- 
ployment elsewhere with the same ob- 
ject in mind. 

CHAIRMAN MiILLs: That is not true 
of the East Bay alone. It is going on 
elsewhere in San Francisco and they 
are burrowing in all the time. The 
day has gone by when you can just pro- 
vide them with a desk and good work- 
ing conditions—the pay envelope does 
the talking now. 

The Matson Navigation Company 
has adopted a four per cent. bonus plan 
which covers all employees receiving 


$6,000 or less. This is besides the reg- 
ular bonus which they have in effect. 

Mr. BENSON: In the salary survey 
we made, office boys were being em- 
ployed at fairly low rates—$65 to $75 
per month. Are you still able to em- 
ploy them at that rate? 

CHAIRMAN MILLs: Absolutely no. 

PRESIDENT EGGERT: We formerly 
hired office boys at $75.00 per month. 
We now pay a $90.00 per month mini- 
mum starting rate and we find that we 
get good boys. 

Mr. GARTRELL: Our policy is the 
same as Mr. Eggert’s. We pay a mini- 
mum of $90.00 per month. 

CHAIRMAN MILLs: We will now 
hear from Reese Tucker of the West- 
ern Pipe & Steel Company. 

Mr. Tucker: As I told you earlier 
in the evening, I have not found time 
to prepare a paper. Our most serious 
problem has been that of obtaining 
steel. We are many thousands of tons 
shy on our production schedule. That 
is about all I have to say, but I will 
answer questions if you have any. 

CHAIRMAN MiLis: How much, in 
dollars, do you have in national de- 
fense contracts ? 

Mr. TUCKER: We have contracts for 
38 ships—about 80 million dollars. 

Mr. BENSON: How many have you 
built ? 

Mr. TuCKER: We have delivered 
four. 

Mr. Hoyt: Will you have to lay any 
men off due to lack of material ? 

Mr. Tucker: No, in fact we will 
probably hire more. 

CHAIRMAN MILLs: How many em- 
ployees do you have? 

Mr. TuCKER: About 2600 in South 
San Francisco. 

CHAIRMAN MILLs: 
ways? 

Mr. TucKER: Two built and two 
under construction. 

Mr. BENSON: Where do your em- 
ployees come from—mostly San Fran- 
Cisco ? 

Mr. Tucker: Yes, I presume so. 
However, it is strange but we have 
several applications for welders from 
all over the United States. 

CHAIRMAN MiILLs: How many 
union labor contracts do you work un- 
der? 


How many 
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Mr. TUCKER: Just one master con- 
tract. 

Regarding monthly bonuses. It seems 
to me that those industries that are 
working 48 hours per week are auto- 
matically taking care of bonus pay- 
ments due to the time and half which 
is paid. 

PRESIDENT EGGERT: I would like to 
ask some of our members here en- 
gaged in non-defense industries what 
steps are being taken to insure supply 
of materials. For instance, Mr. Ben- 
son, you have certain contracts with 
the government. How do you propose 
to get materials? 

Mr. BENSON: I am not familiar 
with that end of the business as it is 
handled in Hawaii. However, I do 
believe the food industry does have a 
priority on tin plate. Our difficulty 
lies in getting fibre cases. 

PRESIDENT EGGERT: We get about 
20 letters per day asking how much of 
our business is for defense. 

Just the other day our purchasing 
agent came to me and said, “How am 
I going to get this cold-rolled steel 
without a priority?’ I told him I did 
not know, but the least we could do 
would be to order it and see what hap- 
pens. He did and it was in our ware- 
house that afternoon. 

Mr. Hoyt: I understand that you 
are allowed up to 10 per cent. of your 
previous three months purchases. 

CHAIRMAN MILLs: You know how 
the general public has rushed into buy- 
ing autos and silk stockings because of 
the shortage. Our particular business 
must have office appliances by the hun- 
dreds. I am wondering what we 
should do. 

Mr. McKee: We have just pur- 
chased all sorts of new equipment. 

Mr. PLUMMER: Two items are in- 
volved. Under the new Revenue Act 
there will be a 10 per cent. tax on of- 
fice equipment. We are now on the 
critical list. We will be able to sell 
only defense industries. That is the 
situation in the office machine business. 
If you need typewriters within the next 
few weeks order them now. 

Mr. GARTRELL: Ruling M-21 de- 
scribes Form PD-73 which must be 
filed with purchase orders. It has to 
fall within rating of AA to A-10 and 
typewriters, and similar goods, do not 
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fall within that classification. Therefore, 
we are not allowed to supply that steel. 

Mr. PLUMMER: Are you able to sell 
any typewriters now? I do not know 
how it is happening but we have 
opened a factory in Canada and ship 
them into the United States but we can- 
not build them in the United States. 
We can ship Canada practically any- 
thing; they can build it up there and 
then ship it back into the United 
States. 

CHAIRMAN MILLs: The hour is a 
little after ten and since we are late, I 
wish to say I think we have had a very 
enlightening evening and I will now 
turn the meeting back to President Eg- 
gert. 

PRESIDENT EGGERT: Thanks Mr. 
Mills, and the other members who have 
taken part in the discussions. I hope 
that this is a forerunner for many 
similar meetings. 
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Everyone knows of Lowell Thomas 
but comparatively few have any com- 
prehension of his colorful career. Born 
in Ohio, he was reared in a Colorado 
gold mining camp, and has lived all 
over the world. As a young man he 
tried his hand as gold miner and cow- 
puncher, then turned to newspaper 
work as a reporter and editor. During 
the World War he was attached to all 
of the allied armies all the way from 
the North Sea to the Persian Gulf. 
During 1926 and 1927 he made a 
25,000 mile airplane flight over 21 
countries in Europe, Asia and North- 
ern Africa (the longest passenger air 
journey up to that time) for the pur- 
pose of studying international develop- 
ments. 

As a speaker before his radio days 
he probably appeared before more peo- 
ple than any other man in the history 
of the platform. As a traveler he has 
led expeditions into the far north, 
into the tropics and across remote sec- 
tions of Central Asia. As a screen com- 
mentator he is most widely known as 
the voice of Twentieth Century-Fox 
Movietone. By short wave and by 
long wave his broadcasts circle the 
world. 
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sure of that by specifying L. L. Brown record papers for all records. 
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L. L. Brown record papers are outstanding in their uniformity and dura- 
bility. Every one of them has a perfect surface for any kind of writing, for 
erasure, and re-writing. These qualities have been part of these fine papers 
for nearly a hundred years! And yet, the cost is no more than for papers of 
similar rag percentage — a fraction more than for obviously cheap papers. 
Ask your printer to supply your next record forms and books on these 
fine papers. 


... for your correspondence! 

The crisp, authoritative crackle of an 
L. L. Brown bond tells your client or cus- 
tomer at once that you thoroughly value 
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show you your letterhead on these fine 
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He is the author of thirty books and 
editor of “Commentator.” He holds 
the degree of Bachelor of Science, 
Bachelor of Arts, Master of Arts and 
Doctor of Literature. He has attended, 
and received degrees from, Valpariso 
University, University of Denver, Law 
School in Chicago, and the Graduate 
College of Princeton. 

It was almost impossible to believe 
that the young-looking man who ap- 
peared at the speakers’ table could have 
crowded such a colorful and interest- 
ing career into such a short space of 
time. 


A BROADCASTER’S ANECDOTE 


Later on in the program Mr. Thomas 
devoted ten or fifteen minutes to remi- 
niscences of his broadcasting career, 
one anecdote being the following story 
of the largest response ever received 
to a radio program. 

Mr. Thomas was broadcasting news 
from the Byrd Expedition in Antarctica 
relayed around the world to him 
through the courtesy of Mackay Radio. 
This publicity for “Mackay” resulted 
in an invitation by Western Union to 
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visit the nerve center of their news 
service in downtown New York and 
the suggestion that Mr. Thomas give 
one of his regular broadcasts from their 
Control Room. Shortly before this 
broadcast the President of Western 
Union instructed the announcer to say 
that any messages sent by the radio 
audience following the broadcast 
would be accepted and handled over 
the Western Union lines free of charge. 
Much to their surprise, some 260,000 
messages were received, 4,000 of which 
had been sent by Postal Telegraph— 
Collect. One skeptical minister from the 
middle west wired in collect four chap- 
ters from the Book of Job. Some 2,000 
messages were received from various 
parts of the country, all signed by the 
then popular movie actress, Mae West, 
and all, strangely enough, bearing the 
same invitation. 

Dr. McClelland, Provost of the Uni- 
versity of Pennsylvania, represented 
the University of Pennsylvania in the 
absence of President Gates in welcom- 
ing Mr. Johnson to Philadelphia. 

Dr. Poling, Pastor of Baptist Tem- 
ple, Philadelphia, who during the past 


week had returned by clipper plane 
from London where he had been mak- 
ing a study of the effect of the present 
war on the religious mode of life, 
gave the invocation and later on, after 
extending the greetings of Temple 
University to Mr. Johnson, gave a brief 
outline of his trip. 

Mr. Johnson closed the meeting by 
thanking the Control and guests for 
the warm reception accorded him and 
stating as his broad-gauged view that 
it was the responsibility of the uni- 
versities of today to train the youth of 
our country not only for their life work 
but to instill in them a high sense of 
citizenship so that they may best serve 
their country and their community in 
the uncertain and perhaps troubled 
days that lie ahead. 

Mr. Frank S. Reitzel, Assistant to 
the President of the Sun Oil Company, 
acted as Chairman of the meeting. 

The dinner, attended by about 800 
members and guests, was held in the 
Ballroom of the Penn Athletic Club, 
Philadelphia. 

Among the distinguished guests at 
the speaker’s table were: 
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Mr. Robert Livingston Johnson, 
President, Temple University, Phila- 
delphia, Pa. 

Dr. Lowell Thomas, news commen- 
tator for the N.B.C. Network. 

Dr. William Mather Lewis, Presi- 
dent, Lafayette College, Easton, Pa. 

Dr. George W. McClelland, Provost, 
University of Pennsylvania, Philadel- 
phia, Pa. 

Dr. P.R. Kolbe, President, Drexel In- 
stitute of Technology, Philadelphia, Pa. 

Rev. E. V. Stanford, President, Vil- 
lanova College, Villa Nova, Pa. 

Dr. Felix Morley, President, Haver- 
ford College, Haverford, Pa. 

Brother Emiliano, President, La 
Salle College, Philadelphia, Pa. 

Rev. Thomas J. Love, President, St. 
Joseph’s College, Philadelphia, Pa. 

Dr. Calvin K. Staudt, Head of 
American School for Boys, Bagdad, 
Irak. 

» Dr. Daniel A. Poling, Pastor of Bap- 
tist Temple, Philadelphia, Pa. 

Mr. F. S. Reitzel, Sun Oil Company, 
Philadelphia, Pa. 

Mr. Joel L. Schlessinger, Com- 
mander, Veterans of Foreign Wars, 
Philadelphia, Pa. 

Mr. William I. Stouffer, Com- 
mander, American Legion, Philadel- 
phia, Pa. 

Mr. Morris E. Leeds, President, 
Board of Education, Philadelphia, Pa. 

Dr. Edward B. Logan, Budget Secte- 
tary, Commonwealth of Pennsylvania, 
Harrisburg, Pa. 

Mr. Gerald P. Nugent, President, 
Phila. National League Baseball Club. 

Mr. Max Leister, Sun Oil Company, 
Philadelphia, Pa. 

Mr. David W. Harris, Chairman, 
Republican City Committee, Philadel- 
phia, Pa. 

Mr. Arthur R. Tucker, Managing 
Director, Controllers Institute of 
America, New York. 

Mr. Verl Elliott, Past President of 
the Controllers Institute of America, 
Philadelphia. 
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Send your inventory and other emergency 
computations to a skilled organization of 
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at a thousand peaceful desks 
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and bloodshed come the calculations that must be made before 
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paid...the calculations whose swift, accurate flow promotes swifter 
production of the goods to make America stong and secure. 


On thousands of such desks, all over America, the Remington 
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wide carriage, as a low-cost statistical machine, able to print cal- 
culations directly onto large forms. 
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There’s a way this sensational figuring machine, the only one 
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ours. Today...Call the Remington Rand 
branch office nearest you...or phone, 
wire or write Remington Rand Inc., 
Buffalo, New York. 
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REVIEWS of Recent Business Publications 


“CASE STUDIES IN DISTRIBUTION 
COST ACCOUNTING FOR MANUFAC- 
TURING AND WHOLESALING,” a Re- 
port of the Federal Trade Commission. U. S. 
Government Printing Office, Washington, 
D. C. 215 pages. 

As indicated by the title, this inquiry 
into the accounting methods of business is 
restricted in its scope to the relatively un- 
developed field of distribution cost account- 
ing and further limited to manufacturing 
and wholesaling. 

The case material was obtained from 137 
business firms and the Commission’s files 
gathered in the administration of the Robin- 
son-Patman Act. 

The first five chapters, one-half of the 
book, is devoted to the discussion in con- 
siderable detail of the allocation of distribu- 
tion costs, selling and sales-promotion costs, 
warehousing costs, transportation and de- 
livery expenses, office costs of handling or- 
ders, credit and collection expense, general 
and administrative expenses. Methods, bases 
and procedures are explained and criticized 
in a way which should be readily grasped 
by anyone with even an elementary knowl- 
edge of cost accounting. 

The second half of this study is more 
technical and consists of five appendixes ex- 
hibiting principally accounting methods and 
procedures of Dennison Manufacturing Co., 
American Writing Paper Corporation and 
Standard Brands. Included in this section 
are twenty-five illustrative tables necessary 
to a proper understanding of the text. It 
is this latter half of this report that is likely 
to be read by controllers, as it is always in- 
teresting to examine the methods used by 
other companies. Cost Accountants in par- 
ticular will be repaid by examining this 
work of the Commission, as it contains a 
mass of data not apparent from the size of 
the book. This is due to the small print and 
thin paper. 

Reviewed by RANDOLPH LANE. 


“THE BELL TELEPHONE SYSTEM,” by 
Arthur W. Page, Vice-President, American 
Telephone and Telegraph Company. Pub- 
lished by Harper & Brothers. 248 pages. $2. 

Mr. Page has apparently spent a good 
many of his 14 years as Vice-President and 
Director of American Telephone and Tele- 
graph Company collecting the information 
for this book. It is a remarkably complete 
picture of the Bell System, including dis- 
cussions of service, policy, prices, wages, 
effects of the depression, management and 
operations, control, laboratory work, affili- 
ates, research and technology, and the rela- 
tions of the system to governmental 
agencies and the press. 

“The Bell Svstem,” says Mr. Page, “‘be- 
ing about four-fifths of the telephone indus- 
try in the United States, is a large enter- 
prise. At the end of 1940, including the 
Western Electric Company and the Lab- 
oratories, it employed about 322,000 peo- 
ple. That is about as many as are em- 
ployed by General Motors and Chrysler 
combined, more than twice as many as are 
in the half-dozen largest American oil 
companies, more than are engaged in pro- 
ducing and distributing electric power, and 


nearly a third as many as work on the 
country’s railroads.” 

Mr. Page sets out to show that the Bell 
System’s success has depended quite as much 
upon its honest dividend, personnel, and 
service policies as upon the mechanical 
efficiencies that may be effected by reason 
of the System’s Leviathan bulk. 

Mr. Page’s difficulties as a public rela- 
tions man for so large a corporation—in 
which the actions of any one of 322,000 
employees might reflect upon the company 
name—would be worth more chapters than 
they receive, but there are enough of such 
tales here to bring a wryly sympathetic smile 
from the reader. 

Reviewed by J. L. Hauer. 


“INSTALMENT SELLING—PROS AND 
CONS,” by William Trufant Foster. Pub- 
lished by Public Affairs Committee, Inc., 
30 Rockefeller Plaza, N. Y. C. 31 pages. 
10 cents. 

The Public Affairs Committee, this time 
in the person of Mr. Foster, draws upon 
recent consumer credit studies of the Na- 
tional Bureau of Economic Research and 
the Russell Sage Foundation to declare that 
the instalment selling restrictions applied 
by President Roosevelt are justified as an 
anti-inflation measure and as an aid in 
checking the slump in trade and employ- 
ment after the war. 

Although admitting that instalment buy- 
ing has frequently been injurious to in- 
dividual customers, Dr. Foster states that 
the charge that it is a primary cause of 
business depressions ‘‘lacks support either 
in logic or in statistics.” 

On the contrary, he asserts, ‘‘at times the 
expansion of instalment sales has staved 
off a slump of business. At such times this 
sales device has boosted employment, pro- 
duction, and payrolls..... If the sales 
volume were stabilized, this selling device 
would neither advance nor retard business. 

“What actually happens,’ he says, “is 
that time sales fall off substantially when 
business in general falls off, while debtors 
continue to make payments on the goods 
which they bought when business was pros- 
perous. Thus a part of their current in- 
come is lost to current markets. Depres- 
sions are deeper and last longer, there- 
fore, than they would if consumers bought 
only for cash.” 

Reviewed by J. L. HAUuER. 


“THE FEDERAL BUDGET SYSTEM IN 
OPERATION,” by E. E. Naylor, Profes- 
sor of Budget Systems, Columbus Univer- 
sity, Washington, D. C. Published by The 
Hayworth Printing Company, 627 G Street, 
N. W., Washington, D. C. $3.00 before 
November 30. 

As a former Assistant Budget Officer of 
the Government of the District of Colum- 
bia, Mr. Naylor has a measure of authority 
in his examination of the Federal Budget 
System, moving in mysterious ways, its 
blunders to perform. 

The book consists of twelve chapters in- 
cluding an appendix. It is divided into 
five ‘parts: 1) The Budgetary System Prior 
to the Budget and Accounting Act; 2) The 
Budget; 3) The Budget Document; 4) 
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Action by Congress on the Budget; 5) Exe- 
cution of the Budget. 

The history of the Budget and Account- 
ing Act is traced from 1789 to the adop- 
tion of the Budget and Accounting Act of 
June 10, 1921. A typical problem in prep- 
aration is given, setting forth in detail the 
manner of presenting budget requests. 
Charts show the flow of documents from 
the time a budget request is prepared until 
the voucher and paid checks are filed in 
the General Accounting Office. 

Reviewed by J. L. Hauer. 


“GUNS, PLANES, AND YOUR POCK- 
ETBOOK,” by Rolf Nugent, Director of 
the Department of Consumer Credit Studies 
of the Russell Sage Foundation. Published 
by the Public Affairs Committee, Inc., New 
York City. 30 pages. 10 cents. 

Just as the national defense program of 
this country is only beginning to produce 
results, so the general public has yet to 
feel the impact of sacrifices that must be 
made if rearmament is to reach and main- 
tain a peak of production. 

In 30 pages that might easily have been 
puffed up into 500, Mr. Nugent presents 
here a meaty review of defense problems 
and production to date, together with an 
incisive forecast of problems we shall be 
facing in the next few years. 

What do the 45 billions of dollars pro- 
jected as the minimum cost of this defense 
program mean to us in terms of our own 
living and that of our neighbors? That is 
the man-sized question Mr. Nugent has 
undertaken to answer in this Public Af- 
fairs Pamphlet. 

The computation which tells us that de- 
fense is to cost $1,300 per family, or even 
that which shows the minimum cost of the 
program to be 10 billion dollars more than 
our entire military and naval costs during 
the First World War, do not mean much 
to a public that has yet to feel a pinch; a 
public that, in fact, has received only a 
higher standard of living from the defense 
“sacrifice.” 

Why is it that no one has as yet been 
obliged to sacrifice? The money spent for 
defense work to date has been raised 
largely by borrowing idle and unproduc- 
tive capital, points out Mr. Nugent, and 
the national income has been further in- 
creased by the release of British money in 
this nation, in exchange for goods. In 
contrast to this substantial and very real 
increase in the national income has been a 
slow rise in prices. Consumer credit ex- 
panded, as it always does in good times, 
and private investment during the first 
quarter of 1941 was probably at its high- 
est level since 1929. 

Thus, during the first year of the de- 
fense program, we paid for increased pro- 
duction with more work and not with a 
sacrifice of the consumption that makes up 
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our standard of living. We had more guns 
and we had more butter. 

Why has this been so? Because we have 
been putting into action idle labor, idle 
equipment, and idle money, of which, as 
the unemployed, the manufacturers and the 
bankers will testify, we had a plentiful 
supply. 

These reserves are now being taken up, 
and already there seems to be a pronounced 
shortage in the skilled labor supply, with 
an increasingly severe shortage in material 
coming up. The result: A lot of people 
with a lot more money than they have had 
since the days of Florida real estate, cre- 
ating a demand that will skyrocket prices 
on all goods available for purchase. The 
problem, Mr. Nugent believes, is not so 
much to restrict production as to restrict 
demand. 

This may be done through taxation of 
lower bracket incomes, the cutting down of 
installment sales of durable goods whose 
manufacture necessitates the use of defense 
materials, or the imposition of an excise 
tax of 20 per cent. on those durable goods. 
This restriction of demand must be done 
carefully or it will result in unnecessary 
unemployment and unwarranted restriction 
of the sale of goods whose manufacture 
does not conflict with defense needs. Quot- 
ing the nutshell into which Mr. Nugent 


puts the situation; “To restrict demand in . 


fields where there are idle men and equip- 
ment is an economic waste.” 

Another aid in the restriction of con- 
sumer credit might be the curtailment of 
charge accounts, which measure, due to the 
realities of a competitive business struc- 
ture, cannot be initiated by business men 
themselves. Mr. Nugent is not of the United 
States Senate’s opinion that lowering of 
the income tax exemption would be a salu- 
tary measure. He says: “A general cut in 
people’s incomes would reduce their abil- 
ity to buy not only the products of bottle- 
neck industries, but also the products of 
industries that have idle productive capaci- 
ties. It would increase unemployment. It 
would compel American families to pay a 
price for defense which, under the present 
circumstances, is not only unnecessary but 
wasteful.” 

Looking to the inevitable period of post- 
war readjustment, Mr. Nugent points out 
that if a backlog of civilian demand were 
built up now, a considerable part of the 
afterwar slack might be taken up in the 
production of new automobiles, radios, 
washing machines, and the like, to replace 
old ones that have been carefully re- 
paired and patched during the period of 
priorities. 

Reviewed by J. L. HAUuER. 


Members of The Controllers Insti- 
tute of America may obtain a special 
rate for extra subscriptions to THE 
CONTROLLER for staff members. 


BORTON HEADS BANKERS 

Mr. Cecil W. Borton, Assistant Vice- 
President of Irving Trust Company, 
New York City, and President of the 
New York City Control, was elected 
President of The National Association 
of Bank Auditors and Comptrollers at 
the association’s seventeenth annual 
convention, held in Chicago this Oc- 
tober. He succeeds Mr. Charles Z. 
Meyer, Comptroller of The First Na- 
tional Bank of Chicago. 


Fridén Automatic § 
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Mr. Borton has been active in the 
affairs of both the New York City con- 
ference of N.A.B.A.C. and its national 
organization for several years. From 
1932 to 1938 he was a national com- 
mitteeman in the second district. At 
the N.A.B.A.C.’s Houston convention 
in 1938 he was elected to national of- 
fice as Secretary-Treasurer and each 
year since that time he has advanced 
through the various offices, assuming 
now the top executive position. 
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INSTITUTE ACTIVITIES 








At a meeting of the Board of Directors 
of The Controllers Institute of America held 
September 29, 1941, the applicants named 
below were elected to active membership in 
The Institute: 


WILLIAM W. BLAND 
Gulf Coast Drilling & Production Com- 
pany, Houston, Texas. 

THOMAS P. BOOTH 
Long Island Lighting Company, Mineola, 
L. I., New York. 

THomas A. BoypD 
Baash-Ross Tool Company, Los Angeles. 

EpwIN V. CARLSON 
Menasco Manufacturing Company, Bur- 
bank, California. 

THOMAS J. CORBALLY 
Walter Scott & Company, Inc., Plainfield, 
New Jersey. 

WALTER J. CORNO 
A. & M. Karagheusian, Inc., New York 
City. 

THOMAS J. COSGRIFF 
J. Aron & Company, Inc., New York 
City. 

JoHN T. DEVER 
Villanova College, Villanova, Pennsyl- 
vania. 

RAYMOND E. DOLAR 
General Telephone Corporation, New 
York City. 

RoBEerT G. DUNLOP 
Sun Oil Company, Philadelphia. 

LorING DYER 
Plymouth Cordage Company, North Ply- 
mouth, Massachusetts. 

EarL E. ENos 
Globe American Corporation, Kokomo, 
Indiana. 

THOMAS G. FARRELL 
Newark Stove Company, Newark, Ohio. 

WILLIAM J. FLoopD 
Curtiss-Wright Corporation, Airplane Di- 
vision—Columbus Plant, Columbus, Ohio. 

R. C. HUELSMAN 
Central National Bank, Cleveland. 

J. R. LINDLEY 
Foremost Dairies, Inc., 
Florida. 

R. L. MACKENZIE 
E. R. Squibb & Sons, Brooklyn, New 
York. 

DoNALD F. MARSH 
Boorum & Pease Company, Brooklyn, 
New York. 

H. B. MATHEWS 
Alberene Stone Corporation of Virginia, 
Schuyler, Virginia. 

WALTER A. MCDONOUGH 
Northern Indiana Public Service Com- 
pany, Hammond, Indiana. 

JosEPH A. MCKENNY, JR. 
American Envelope Company, West Car- 
rollton, Ohio. 

Le Roy F. MurPuy 
Fidelity Union Trust Company, Newark, 
New Jersey. 


Jacksonville, 


NEW MEMBERS ELECTED 


JAMES J. NORTON 
Vega Airplane Company, Burbank, Cali- 
fornia. 
M. R. ODERMATT 
Mundet Cork Corporation, 
New York. 
E. W. PATTON 
Lawrence Paper Company, Lawrence, Kan- 
sas. 
E. F. PAULUS 
Bradley Lumber Company of Arkansas, 
Warren, Arkansas. 
CLARENCE E. PRICE 
Holabird and Root, Moran, Proctor, Free- 
man and Mueser, New York City. 
Lucius E. ROBERTSON 
Carl L. Norden, Inc., New York City. 
JaMEs A. RUSSELL 
S. L. Allen & Company, Inc., Philadel- 
phia. 
W. A. RUSSELL 
Seaboard Oil Company of Delaware, Los 
Angeles. 
R. H. SCHAERER 
Trust Company of North America, New 
York City. 


Brooklyn, 





PRESENTATION TO 

ARTHUR RAY TUCKER 

A beautiful gold watch was 
presented to Arthur Ray 
Tucker, founder and manag- 
| ing director of The Controllers 
Institute of America, at the 
President’s Dinner on Sunday 
evening, September twenty- 
eight, at the Waldorf-Astoria, 
an event which preceded the 
opening of the Tenth Anni- 
| versary Meeting of The Insti- | 
| tute. | 
On behalf of those in at- | 
tendance, Mr. E. B. Nutt of 
Standard Oil Company (New 
Jersey) made the presenta- 
tion and expressed simply and 
sincerely to Mr. Tucker their 
deep appreciation of his de- 
voted and efficent leadership 
of The Institute since its 
founding ten years ago. 

Despite his overwhelming 
surprise, Mr. Tucker re- 
sponded most graciously and 
thanked his associates not 
only for their gift, but also for 
their confidence, helpfulness, 


and loyalty. 
H. M. K. 
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R. M. SwANSON 
McGraw Electric Company, Elgin, Illi- 
nois. 

FRANK J. TIGHE 
Heileman Brewing Company, La Crosse, 
Wisconsin. 

CHARLES L. TURNER 
Buffalo Bolt Company, North Tona- 
wanda, New York. 

L. E. UHRICH 
Oliver Iron and Steel Corporation, Pitts- 
burgh. 

JOHN L. Warp 
Corning Glass Works, Corning, New 
York. 

Louis A. WILLIFORD 
MacMillan Petroleum Corporation, Los 
Angeles. 


ACTIVITIES OF CONTROLS 


BUFFALO, ROCHESTER, SYRA- 
CUSE TRI-CONTROL MEETING 


A Tri-control Meeting, participated in 
by the Buffalo, Rochester, and Syracuse Con- 
trols, has become a fixture in the calendar 
of those organizations. The meeting takes 
place in the spring. 

This year the Buffalo Control will con- 
duct the meeting and is already beginning 
to make preparations. The meeting will 
take place during the last week in April or 
early in May. Announcement of the date 
will be made soon. 


BUFFALO 
Topic: “CASE STUDIES OF PAYROLL 
ACCOUNTING” 

A meeting of the Buffalo Control was 
held October 7 at the Park Lane, Gates 
Circle. Under the guidance of Mr. Wil- 
liam H. Watkins, Hewitt Rubber Com- 
pany, and Louis Wirth, Buffalo Electro 
Chemical Company, the program commit- 
tee presented “Case Studies of Payroll 
Accounting.” 


CINCINNATI 
Topic: “HOW TO OBTAIN A SATIS- 
FACTORY AND INEXPENSIVE 

AUDIT” 

Members of the Cincinnati Control 
held their second meeting of the new 
fiscal year on October 14 in Hotel Sinton. 

Guests speakers were Mr. William H. 
Bell, C.P.A., partner Haskins & Sells of 
New York City, and Mr. Earl I. Mc- 
Arthur, C.P.A., parner Ernst & Ernst of 
Cincinnati, who spoke on “How to obtain 
a satisfactory audit from the viewpoint 
of the company and the public account- 
ant, without incurring too great an ex- 
pense.” 

Those who led the ensuing discussion 
included Mr. Herbert W. Boal of An- 
drews Steel Company, Mr. Walter S. 
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March of Central Trust Company, Mr. 
James Pendery of Fifth Third Union 
Trust Company, and Mr. John Quick of 
Union Central Life Insurance Company. 


CHICAGO 
Topic: “FACTORS MOST LIKELY TO 
AFFECT BUSINESS IN 1942” 


The Chicago Control met on October 
28 in the Crystal Room of the Union 
League Club to hear Dr. Charles F. Roos 
speak on ‘Factors Most Likely to Affect 
Business in 1942.” 

Dr. Roos is a statistician and economist, 
graduated from the Rice Institute, Hous- 
ton, Texas, B.A. 1921, M.A. 1924, Ph.D. 
1926. He also studied at the University 
of Chicago, 1926-1927, and at Princeton, 
1927 and 1928. 

He began as teaching assistant in math- 
ematics, Rice Institute, 1920; civil engi- 
neering contractor, 1921-1923; teaching 
fellow Rice Institute, 1924-1926; National 
Research Council fellow in mathematics, 
1926-1928; assistant professor mathemat- 
ics, Cornell University, 1928-1931; per- 
manent secretary and member execu- 
tive committee, A.A.A.S., February 1931- 
1933; secretary section K (economics, so- 
ciology and statistics), A.A.A.S., 1928- 
1931; fellow John Simon Guggenheim 
Memorial Foundation, April 1933-July 
1933; principal economist and director of 
research NRA, 1933-1934; professor econo- 
metrics, Colorado College, 1934-1937; 
now director of Research Institute of Ap- 
plied Econometrics. He is the author of 
Dynamic Economics, 1934; NRA Economic 
Planning, 1937; Stabilization of Employ- 
ment, 1933, and editor and contributor to 
scientific journals concerned chiefly with 
statistical technique and analysis and de- 
velopment of mathematical theories of dy- 
namic economics. 

Mr. John A. Donaldson, newly elected 
president of the Controllers Institute of 
America, addressed the meeting. 


CLEVELAND 


Topic: “PROCEDURE UNDER GOV- 
ERNMENT CONTRACTS” 

The Cleveland Control held its regular 
monthly meeting on October 14 in the 
Green Room of Hotel Cleveland. 

Those who attended the Tenth Anni- 
versary Meeting of The Institute in New 
York City reviewed some of the confer- 
ences held there, and a general discussion 
ensued. 

In view of the general feeling that the 
September meeting had afforded too short 
a time in which fully to discuss ‘‘Pro- 
cedure Under Government Contracts,” the 
remainder of the meeting was devoted to 
further analysis of this subject. 


DAYTON 


Topic: “OBTAINING MATERIALS 
WITH PRIORITY CERTIFICATES” 
The Dayton Control held its monthly 
meeting October 8 at the Van Cleve 
Hotel. 

Mr. H. R. Eicher of the Master Electric 
Company of Dayton led an interesting 
discussion on the subject of priorities. 
The procedure of obtaining materials 
through the use of certificates of priori- 
ties was outlined and specific problems 
were introduced and discussed. 
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Mr. Paul Mayle, returned from the 
Tenth Annual Convention of The Insti- 
tute, gave a report of the highlights of 
the meeting. 

Mr. G. R. Palmer, who has been asked 
to keep members posted by giving a re- 
port at each meeting on all important 
changes in existing and new laws, opened 
a discussion on the importance of in- 
forming employees on the seriousness and 
the effect of the new 1941 Revenue law. 
It was suggested that employers inform 
their employees as to what to expect on 
March 15, 1942, and to prepare and save 
for it. 


DAYTON 
DIRECTORS MEETING 


A luncheon meeting of all members 
of the Board of Directors of the Dayton 
Control was held at the Van Cleve Hotel 
on September 23. Plans for October and 
November meetings were discussed. 


DISTRICT OF COLUMBIA 

Topic: MERIT RATING RESOLUTION 

At the September meeting of the Dis- 
trict of Columbia Control, held Septem- 
ber 23 at the Carlton Hotel, Washington, 
D. C., a motion was made to pass a reso- 
lution by Mr. J. E. Heberle of Capital 
Transit Company and seconded by Mr. 
Ralph Little of the Evening Star Newspa- 
per Company. The resolution was as fol- 
lows: : 
RESOLVED: That the Washington Control 
of the Controllers Institute of America 
firmly believes that the best interests of all 
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employers in the District of Columbia will 
be served by the enactment of legislation 
providing for the assessment against such 
employers of Unemployment Compensation 
taxes under a merit rating plan such as had 
been adopted and is now being followed 
in Wisconsin: and be it further 

RESOLVED: That members of the Wash- 
ington Control are authorized and directed 
to state this as the position of the Wash- 
ington Control at meetings held by the 
Board of Trade committees or subcommit- 
tees considering the question of unemploy- 
ment taxes in the District of Columbia. 


KANSAS CITY 
Topic: “RETENTION AND DE- 
STRUCTION OF RECORDS” 

The Kansas City Control met October 
20 in the Kansas City Club to hear Mr. 
John R. Moberly discuss the topic: ‘‘Re- 
tention and Destruction of Records.” 

Mr. Moberly, an attorney-at-law of the 
firm of Watson, Ess, Grover, Barnett and 
Whittaker, has done considerable research 
on the topic, which was given added sig- 
nificance by the announcement in Kansas 
City papers that the first building erected 
at the Lake City (Mo.) munitions plant 
would be the permanent records building. 


LOS ANGELES 
Topic: “CASE STUDIES OF PAY- 
ROLL SYSTEM AND WAGE AND 
HOUR AUDIT EXPERIENCE” 
The October meeting of the Los An- 
geles Control was held Thursday evening, 
October 16, at the Clark Hotel. 
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The program, described as ‘a good old- 
fashioned discussion evening,” was de- 
voted to analysis of ‘Case Studies of Pay- 
roll System” and “Wage and Hour Audit 
Experience.” Experts from within the 
Control and visiting experts participated 
in the discussion. 

Four Los Angeles members who at- 
tended the Tenth Anniversary Meeting in 
New York City reported on the conven- 
tion. 


LOS ANGELES 
DINNER FOR H. C. PERRY 
The Los Angeles Control of the Con- 
trollers Institute of America held a special 
dinner October 1 in honor of Mr. Henry 
C. Perry, former President of the Na- 
tional Organization, who was visiting in 
California. The dinner and entertainment 
were held in the Clark Hotel. 


MILWAUKEE 
Topic: “PERSONNEL RELATIONS” 

The Milwaukee Control met October 14 
to hear an address delivered by Mr. J. P. 
Currie on ‘Personnel Relations.” 

Mr. Currie is a graduate of Harvard 
and Boston Universities, with more than 
fourteen years of practical business experi- 
ence in industrial relations and manage- 
ment research at the Three Schuster 
Stores, Wieboldt Stores, Chicago, Jewel 
Tea Company, Inc., and Falk Corporation, 
Milwaukee. He replaced Mr. Nathan W. 
Shefferman, Sears, Roebuck & Company, 
Chicago, who was unexpectedly called 
away and could not attend the meeting to 
be principal speaker, as was orginally 


scheduled. 


NEW ENGLAND 
Topic: “SOME ASPECTS OF GOV- 
ERNMENT CONTRACTS” 

Monthly meeting of the New England 
Control was held in the University Club, 
Boston, on October 21. 

Guest speaker was Mr. Thomas H. 
Sanders, Professor of Accounting, Har- 
vard Graduate School of Business Admin- 
istration, and Chief, Cost Advisory 
Branch, Division of Purchases, Office of 
Production Management. Professor Sand- 
ers, in an off-the-record session, spoke on 
“Some Aspects of Government Con- 
tracts.” Following the address, he an- 
swered questions posed by Control mem- 
bers and in turn asked questions of them. 


ROCHESTER 
COMMITTEE APPOINTMENTS 


At a Board of Directors meeting of the 
Rochester Control, held September 10, 1941, 
at the Rochester Club, President J. J. Myler 
announced the appointment of the follow- 
ing committees: 

Advisory: Past Presidents E. S. LaRose, 
J. N. Lambert, and L. S. Callaghan; Ad- 
mission: A. N. Masucci, Chairman, B. J. 
Bartz, and W. W. Hetzel; Program: E. S. 
LaRose, Chairman, N. R. Olley, and J. N. 
Lambert: Nominating: L. S. Callaghan, 
Chairman, E. S. LaRose, and J. N. Lambert; 
Auditing: R. W. Clark and H. S. Kuhns. 


SYRACUSE 
Topic: “PRIORITIES” 


The regular monthly meeting of the 
Syracuse Control was held October 21 in 
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the Industrial Club, in place of the meet- 
ing at Oneida, which was originally 
scheduled. 

Control members and visiting purchas- 
ing agents joined in a round-table discus- 
sion of Priorities. 


TWIN CITIES 
Topic: “SOME EFFECTS OF WAGE 
INCREASES ON EMPLOYMENT 
AND PURCHASING POWER” 

First meeting of the 1941-1942 season 
of the Twin Cities Control was held on 
October 7 in the Minneapolis Athletic 
Club. 

Mr. F. G. Dorety, Vice-President and 
General Counsel of the Great Northern 
Railway Company was the guest speaker, 
addressing the members on “Some Effects 
of Wage Increases on Employment and 
Purchasing Power.” 


BALTIMORE 
Topic: “CORPORATION TAXES 
OTHER THAN INCOME TAXES” 

The Baltimore Control held an un- 
usually large monthly meeting of mem- 
bers and guests on October 8, 1941, at 
the Lord Baltimore Hotel. President Ar- 
thur R. Burbett, controller of the First 
National Bank, presided and announced 
that a meeting of the Control would be 
held on the second Wednesday of each 
month during the season which ends in 
June, 1942. 

Mr. Albert W. Ward, secretary of the 
State Tax Commission of Maryland, was 
the speaker. He spoke informally on the 
subject “Corporation Taxes Other Than 
Income Taxes,” and his explanations were 
of great interest to all present. A dis- 
tinctive part of the evening’s program was 
the discussion period which followed, dur- 
ing which Mr. Ward answered many of 
the specific questions, asked by members, 
on phases of existing state taxes. 

Several controllers who are interested 
in The Controllers Institute of America 
attended the meeting as guests, and they 
are planning to apply for membership in 
the near future. The next meeting of the 
Control will be held on November 12 at 
the Lord Baltimore Hotel. 


PERSONAL NOTES 


Mr. P. F. Boyer, a member of the 
Cleveland Control of the Controllers In- 
stitute of America, was recently promoted 
to the position of Vice-President of Re- 
public Steel Corporation. 

Mr. Joseph F. McCarthy, controller and 
secretary of the United Aircraft Corpora- 
tion, East Hartford, Connecticut, has re- 
signed his position as secretary to devote 
his full time to the expanded duties of 
chief accounting and financial officer of the 
company. Mr. Charles H. Chatfield, for- 
merly director of research, has been made 
secretary. 

Lester A. Moehring, controller of the 
Chrysler Corporation and a member of 
The Controllers Institute of America, was 
one of the honored guests at the Annual 
Alumni Dinner of The George Washing- 
ton University Law School on November 
1 in Washington, D. C. In addition to 
Mr. Moehring, Conway P. Coe, United 
States Commissioner of Patents, and Loyd 
H. Sutton, retiring Chairman of the Pat- 


ents and Trademark Section of the Ameri- 
can Bar Association, and Milton Tibbetts, 
Vice-President and Patent Counsel of 
Packard Motor Car Company, all alumni 
of the Law School, and Lawrence D. Bell, 
President of Bell Aircraft Corporation, 
were guests of honor. 


EMPLOYMENT 


Controller 


A member of The Controllers Institute 
of America, who is a controller with more 
than twenty years of retail accounting ex- 
perience, is available for an immediate 
connection. He is versed in all phases of 
control and systems and is free to accept 
engagements in any part of the United 
States. Address No. 375, ‘The Control- 
ler.” 


Experienced controller and financial of- 
ficer who is a C.P.A. with 10 years of 
public accounting training and twelve 
years of industrial background desires 
connection as assistant to chief executive 
and/or as a controller or treasurer. Most 
recent employment was for four and one 
half years in Aircraft; trained in govern- 
ment contracts and related matters. Mem- 
ber Controllers Institute of America and 
Associate member of American Institute of 
Accountants. Available immediately to go 
anywhere opportunity affords. Write “The 
Controller,” Box 332. 


Executive Accountant—Tax Man 

C.P.A. (Illinois) now employed by ac- 
counting firm as assistant manager special- 
izing in tax and systems work desires change 
to corporation accounting or tax work. Uni- 
versity graduate, 13 years diversified public 
accounting experience with national and 
small firms. U. S. Treasury card. Age 39, 
married. Salary approximately $5,000. Write 
Box 374, “The Controller.” 


Statistical and Tabulating Department 


Young man, twenty-nine years old, grad- 
uate School of Business Administration 
Columbia University, with majors in ac- 
counting and statistics, is available at short 
notice. He has had eight years’ experience 
in chain store work during the last two 
years of which he has headed the statistical 
section and has used the International 
Business Machines Corporation tabulating 
card methods. He is still employed but 
wishes to make a change. Moderate salary, 
address No. 373 “The Controller.” 


HERMAN S. NAEHER 

Word has reached the Controllers 
Institute that Mr. Herman S. Naeher, 
of 78 Sterling Avenue, Weehawken, 
New Jersey, died on September 16, 
1941. 

As Controller of Thomas J. Lipton, 
Inc., Mr. Naeher was elected to mem- 
bership in the Controllers Institute of 
America on August 31, 1938. He held 
certificate number 1252. 

Each member of The Controllers Insti- 


tute of America is entitled to a certificate of 
membership. 
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E&, handicapped 

Vasfy 

, by Late 
Figure Facts / 


Are you handicapped in making vital de- 
cisions because essential figure facts are late 
in arriving at your desk? 

If your organization is struggling against a 
rising tide of accounting detail, why not avail 
yourself of the help offered by Underwood 
Elliott Fisher's nation-wide staff of machine 
accounting specialists. Underwood Elliott 
Fisher not only makes three complete lines 
of accounting machines with a model for 
practically every accounting purpose but also 
maintains a staff that is trained to help you 
apply the right machine to your problem. 


The famous Elliott Fisher Electric 
Keyboard Accounting Machine with 
the exclusive flat-writing surface. 
Adaptable because of its great flexi- 
bility to any business. Eliminates 
manual handling of carbons. 
Performs many related oper- 

ations at a single typing. 











Underwood Elliott Fisher 


ACCOUNTING MACHINES 


In busy government departments and in 
bustling defense industries, Underwood 
Elliott Fisher accounting machines are dem- 
onstrating their ability to handle practically 
every phase of accounting work at a tremen- 
dous saving of time, effort and money. 
There’s no reason why your business should 
not profit from them too. Telephone our 
nearest Branch or write direct to head- 
quarters today. 


UNDERWOOD ELLIOTT FISHER COMPANY 
One Park Avenue, New York, N. Y. 


Sales and Service Everywhere 


Copyright 1941, Underwood Elliott Fisher Company 























WE STRIVE TO BUILD 
THE WORLD'S BEST 
ADDING MACHINES 


AND OUR USERS 
BELIEVE WE DO 


ALLEN W WALES 


ADDING MACHINE CORPORATION 


444 Madison Avenue, New York, N. Y. 
SALES AND SERVICE IN 400 AMERICAN CITIES AND IN 40 FOREIGN COUNTRIES 





